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CASE HISTORY No. 4511 





750 RE-WRITINGS DAILY ! 


INLAND RUBBER CORPORATION 






Inland had been re-typing 750 invoice sets daily...a laborious method, 
subject to costly human error. Re-typing of heading information and 
description on back orders further complicated the problem. With the 
installation of a single Ditto Direct Process Duplicator, this tire manu- 
facturer eliminated the 750 daily re-writings ... saved two hours daily in the 
traffic department . . . effected a substantial saving in clerical help. Equally 
important, copying errors were completely eliminated, the overall activities 
of order, shipping and billing departments integrated and streamlined. 

Regardless of the size or nature of your business, you can realize similar 
economies with Ditto on order billing, purchase-receiving and production 
payroll. For a detailed report of how Inland Rubber utilizes Ditto, write, 
without obligation, for your copy of Case History 4511. 


DITTO MW zx... 


TRADE MARK REG, U, S, PAT, OFF, 


DITTO, INC., 649 South Oakley Blvd., Chicago 12, Illinois ¢ In Canada: Ditto of Canada, Ltd., Toronto, Ontario 
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Introducing This Month’s Authors 











Currently active as assistant visiting pro- 
fessor at Kansas City University and as a 
management consultant, Ralph W. Ells 
(“How to Control Employee Productiv- 
ity and Turn- 
over,” page 340) 
has had a varied 
background as 
lecturer, student 
and business ex- 
ecutive. A grad- 
uate of Harvard 
College, Mr. 
Ells later stud- 
ied at Harvard 
Law School and 
Harvard Busi- 
ness School, 
from which he received a degree of Mas- 
ter of Business Administration, in 1930. 
Thereafter, he was a lecturer in account- 
ing, cost accounting and statistics, at Dal- 
housie University, Halifax, Nova Scotia, 
before returning to Harvard in Septem- 
ber, 1933 as student and part time re- 
search assistant in business history at the 
Harvard Graduate School of Economics. 
In August, 1935, he became auditor of 
Liberty Mutual Insurance Co., of Bos- 
ton; and later was associated with B. F. 
Goodrich Co., of Akron, Ohio, first as 
auditor, then as industrial engineer, and 
later as office personnel manager. There 
followed a period of more than a year as 
labor and personnel economist for Trans- 
continental and Western Air, Inc., at 
Kansas City, and a like period as director 
of personnel of the Lone Star Defense 
Corp., Texarkana, Texas, which is a sub- 
sidiary of the B. F. Goodrich Co. 

Mr. Ells is author of “Salary and Wage 
Administration,” published by McGraw- 
Hill Book Co., Inc., in 1945, in addition 
to various articles on personnel prob- 
lems, published in “American Business”’ 
magazine, in 1944 and 1945. 


MR. ELLS 


Arthur H. Kent (“The Internal Au- 
diting Staff,” page 332), general auditor 
of the Standard Oil Company of Cali- 
fornia, received his education in Liver- 
pool, England. 
First engaged in 
educational work 
in England and, 
later, in New 
England, Mr. 
Kent joined 
Standard of Cal- 
ifornia in 1917 
and has been in 
charge of all 
company audit- 
ing since Janu- 
ary, 1931. For- 





MR. KENT 





merly he had held the positions of chief 
clerk in the Seattle office, editor of mar- 
keting and producing department office 
manuals, and had been a member of vari- 
ous survey committees. 

Mr. Kent is a charter member of the 
San Francisco Chapter of The Institute of 
Internal Auditors, Inc., and was its 1945- 
46 President. He is also a member of the 
Institute’s Board of Directors. In addition 
to many addresses given to company per- 
sonnel, he has spoken before various pro- 
fessional groups such as the Controllers 
Institute, in San Francisco and New Or- 
leans, the National Association of Cost 
Accountants, in Los Angeles, and the In- 
stitute of Internal Auditors, in San Fran- 
cisco and Los Angeles. 


Bernard S. Rodey, Jr. (‘Internal Or- 
ganization of a Controller's Department,” 
page 346), has been actively engaged in 
controller’s work of large utility corpora- 
Blackstone 


tions for the 
past twenty-five 
years. He served 
as a corporate 
officer of the 
United Electric 
Light & Power 
Company and 
the New York 
Edison Com- 
pany, first as as- 
sistant auditor, 
and then as au- 
ditor. Later he inital 

became auditor of the New York Edison 
Company, Inc. and associate controller of 
the Consolidated Edison Company of 
New York, Inc. Presently, he is assistant 
secretary, and manager of the tax depart- 
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By Samuel N. Stevens 
PRODUCTION CONTROL UTILIZ- 
ING TABULATING EQUIPMENT 
By C. M. Lippincott 
LABOR RELATIONS DOLLARS 
AND CENTS 
By Clinton J]. Sammond 
INVENTORY CONTROL OF 
OFFICE FORMS 
By Sam Hart 
BUSINESS INTERRUPTION 
INSURANCE 
By H. W. Mallins 
A BANKER TELLS HOW TO GET 
CAPITAL 
By Roy H. Clark 














ment, of Consolidated Edison Company 
of New York, Inc. 

An attorney and counselor-at-law, he 
graduated from New York University 
with the degrees of LL.B. and J.S.D. He 
is also a licensed professional engineer of 
the State of New York. Mr. Rodey served 
in the United States Navy from 1913 to 
1920; in the Mexican Campaign; and 
during World War I in convoy duty and 
later in the United States Navy Aviation 
Forces in France. He also served in the 
Naval Reserve as a Lieutenant Commander 
in the Supply Corps. 

He is a member of numerous technical 
and professional associations including, 
among others, the Controllers Institute of 
America, American Institute of Electrical 
Engineers, Technical Valuation Society, 
and is actively engaged in specialized 
committee activities such as accounting 
principles, depreciation, federal and state 
taxes, preservation of records, and various 
others. 

Mr. Rodey lectures at New York Uni- 
versity, in the Graduate School of Busi- 
ness Administration, on Public Utility Ac- 
counting Policies and Practices. He is the 
author of numerous papers and publica- 
tions on accounting, and is co-author of a 
forthcoming book entitled ‘Public Utility 
Accounting Policies and Practices.” 


Frank S. Slick (‘Disposition of Rec- 
ords and Control of Forms,” page 343) 
graduated from Ohio Wesleyan Univer- 
sity in 1926 with a Bachelor of Arts de- 
gree, having ma- dieses 
jored in educa- 
tion with a mi- 
nor in business 
administration. 
He decided early 
however, that 
the business 
world was more 
to his liking 
than teaching. 
Upon gradua- 
tion, he accepted 
employment 
with the Ohio Oil Company as a clerk in 
the general offices at Findlay, Ohio, and 
has been with that company ever since, 
having served as assistant office manager, 
and office manager in charge of account- 
ing at Robinson, Illinois, where the com- 
pany has a large oil refinery, from 1927 
to 1935 inclusive; department head in 
charge of refining and marketing, account- 
ing and auditing in the general office 
from 1936 to June 1941; and as assistant 
controller in the general office from June 
1941 to date. 

A member of Alpha Sigma Phi (Na- 
tional Social Fraternity), and Phi Mu 
Alpha (National Honorary Musical and 
Social Fraternity), he is presently serving 
as a director of the Toledo Control of 
the Controllers Institute. 


MR. SLICK 
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Editorial Comment 


A Message For Internal Auditors—and Managements 


gies The Chicago Chapter of The Institute 
of Internal Auditors asked Mr. E. W. Burbott of 
the A. B. Dick Company, a former President of The 
Controllers Institute of America, to speak on “What 
Does Management Expect of the Internal Auditor?” 
Mr. Burbott is controller and vice president of his com- 
pany. 

Mr. Burbott is under the impression that the internal 
auditors whom he addressed did not like what he had 
to say, but he is the type of man who says what he 
thinks, particularly if he feels that it is constructive, and 
that it will be helpful in clearing up debatable points. 

It is Mr. Burbott’s sincere conviction that the func- 
tion of the internal auditor is a vitally necessary part of 
the control mechanism, not a function detached and 
apart from it. He said that he had gained the impres- 
sion that internal auditors wish to operate with the 
greatest feasible measure of independence which they 
can obtain, and within the broadest possible area of 
activity and responsibility. He interpreted the views of 
internal auditors as including fear that the independ- 
ence and scope of activity which they are seeking will 
be restricted if confined to the interests of the control- 
ler; and that it would be broader if internal auditors 
were responsible to the presidents of their companies 
directly; that it would be still broader if they were re- 
sponsible directly to Boards of Directors; and that it 
would reach its optimum if internal auditors repre- 
sented directly the interests of ownership. 

Mr. Burbott expressed the opinion that there is some 
ground for the fears which are entertained by the in- 
ternal auditors, first for the reason that not all man- 
agements of business concerns have reasoned out a 
clear concept of the control function; and secondly, be- 
cause varying levels of ability do exist among control- 
lers themselves. The point was made by Mr. Burbott 
that more and more qualified controllers are participat- 
ing in management at the policy making level, while at 
the same time supplying invaluable service at all oper- 
ating levels. It was pointed out that in this kind of an 
organization an internal auditor, as a vital part of the 
control function, would operate within the managerial 
level, and would find his independence and area of ac- 
tivity limited only by his own ability. 
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Control mechanism, as defined by Mr. Burbott, has 
as its functions measuring, reporting, interpreting, sug- 
gesting, and action impelling, and if it adequately ful- 
fills its functions, it would be economically unsound to 
parallel it with an independent detached internal audit- 
ing mechanism. He said that he felt strongly that it is 
necessary to have such a mechanism within and a part 
of the control mechanism. 

Mr. Burbott then went on to give his conception of 
what the internal auditor should do. It is important 
that a controller be sure that the facts which the books 
of account and subsidiary records purport to portray 
are indeed facts, and it is the belief of the controller 
that the internal auditor should know wherein and to 
what extent these records fall short of portraying actual 
facts. Mr. Burbott believes that the internal auditor 
should report his findings in this respect accurately, 
clearly, concisely and objectively, to determine with the 
controller or others what correction is necessary and 
then to see that the correction actually is made. He 
should be concerned not only with clerical errors, but 
more important with errors in theory, method, or prac- 
tice which result in erroneous recording or distortions 
of fact. 

The institution of adequate internal checks and bal- 
ances in recording the acquisition, use, and disposition 
of assets to prevent their possible misappropriation, 
misuse, or waste is another function of the internal au- 
ditor. 

Another function in which the internal auditor is 
interested is the institution of efficient procedures for 
the interplay of activity and flow of information within 
an organization. Controllers are being held responsible 
for initiating, establishing, and co-ordinating these pro- 
cedures. The function of the internal auditor is to see 
that these procedures are followed, and this will apply 
to all established procedures. The internal auditor 
should constantly check the observances of established 
policies and their efficacies. 

Summing up his remarks to the internal auditors, Mr. 
Burbott said that the controller, having built and put 
into operation a delicate, precise mechanism, capable of 
diagnosing and prescribing for the economic health of 
his enterprise, is not going to overlook the necessity of 
maintaining that mechanism at top working efficiency. 





XUM 


has 
sug- 
ful- 
d to 
idit- 
it is 
part 


1 of 
tant 
oks 
tray 
Ller 
1 to 
tual 
itor 
ely, 
the 
and 


but 
rac- 
ons 


bal- 
ion 
on, 


r is 
for 
hin 
ble 


see 
ply 
itor 
ned 


Mr. 
put 
of 


of 
CY. 





¥UM 


The Controller, July, 1947 


To that end the controller will employ and use to the 
utmost the specialized skills of the internal auditor. 

Mr. Burbott has made a valuable contribution to the 
study of a subject which for the past three years has 
been in the minds of controllers, principally because of 
the expressed objectives of the internal auditors to ob- 
tain the greatest measure of independence and the 
broadest possible area of activity and responsibility. 
Mr. Burbott sheds light on what are in reality two 
widely divergent points of view. The controller has, 
putting it briefly, a job to perform and needs to use as 
a tool the function of internal auditor in order to per- 
form that job effectively. To deprive the controller of 
that tool would be to lessen his efficiency and perhaps 
make it impossible for him to carry out the functions 
which managements have placed on him. 

More will be heard on these points in the months 
ahead. It is indeed encouraging to find a controller of 
a prominent company standing up to the subject and 
stating the facts clearly so that managements, and in- 
ternal auditors, to say nothing of controllers, may 
know exactly where controllers stand in this matter. 
The message delivered by Mr. Burbott is one which 
should be spread widely through business circles. Cor- 
rect settlement of this problem is of no little impor- 
tance to managements, as well as to controllers. There 
is no reason why internal auditors, as well as public 
auditors, cannot get along, in an understanding way, 
with controllers and business managements. 


Plan to Control Economic Swings 


x economist, Mr. George Terborgh, who is director 
of research for the Machinery and Allied Products 
Institute, has come out for the use of federal taxes and 
expenditures to compensate for inflationary or de- 
flationary swings in the national economy. He took 
that stand in an address in New York City recently. 

“The theory is very simple,” he said. “If the private 
economy is not spending enough money, let the Gov- 
etmment spend more than it collects from the private 
economy. On the contrary, if the private sector is over- 
expansive and shows symptoms of an unhealthy boom, 
let the Government go into reverse by collecting more 
taxes than it pays out in expenditure. In that way, as a 
theoretical propositon, it is possible to exercise a more 
or less continuously compensatory action and to have 
a balance-wheel effect on the entire economy.” 

Mr. Terborgh, however, has some reservations, if not 
misgivings, concerning this plan. 

“I regard the use of compensatory fiscal policy as not 
only inevitable but desirable,” he said. “I am aware of 
its dangers and of the fallibility of political operation. 
I admit that it will be used haltingly and badly. I be- 
lieve, nevertheless, that it is necessary in default of 
other means for stabilizing economic activity, and I 
know of no other device or group of devices that prom- 
ses to be adequate. 

“On the whole, however, I am afraid we must con- 
clude that even with the best of effort the possibilities 
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of self-stabilization are too limited to afford more than 
a partial and inadequate solution of the problem of eco- 
nomic stabilization generally,” he said. “If this is cor- 
rect, and if we accept the fundamental premise that 
major business depressions must be avoided hereafter, 
we are thrown back on the possibilities of govern- 
mental action.” 

The enormous federal budget is too important and 
valuable a force for economic stabilization not to be 
used, Mr. Terborgh pointed out, and in practice it is 
almost impossible to avoid using it. He said that fed- 
eral taxes must be raised and lowered as a part of a 
compensatory policy, and that it is a mistake to expect 
full benefits from just expansion and retrenchment of 
Government spending. 

Reducing government expenditures is proving to be 
difficult, and the same can be said about reducing taxes, 
as June’s experience proved. The objective, as outlined 
by Mr. Terborgh, is sound, but the remedies suggested 
are cumbersome and slow, as is always the case when 
legislation is necessary to effectuate the most commend- 
able plans. If economic forces are given free play, and 
no attempt is made to amend the law of supply and de- 
mand or to play politics with the machinery, much can 
be accomplished. Mr. Terborgh speaks of the fallibility 
of political operation, and of the halting and bad use 
of his proposed remedy. He must be given credit for 
recognizing those weaknesses in his proposal, though it 
may be and probably is basically sound. 


Qualifications for Controllership 


bh bows managements are reported as being reluctant 
to employ men for controllership positions unless 
they hold certificates as public accountants. One con- 
troller commented on this by agreeing that a con- 
troller must, of course, be firmly grounded technically 
in accounting, to which he added that “this is only the 
beginning.” From there the controller must have broad 
vision and experience with respect to the multiude of 
other activities in which a controller must engage, many 
of which are not included generally in the training for 
public accounting. 

Many public accountants have come over into the 
field of controllership, taken on the added responsibil- 
ities, and acquitted themselves creditably. The Admis- 
sions Committee of The Controllers Institute of 
America examines carefully the period of time which an 
applicant has served as a controller, no matter what his 
previous training, before approving an application for 
membership. 

On the other side of the picture, state boards of ac- 
counting look carefully at the item of experience in 
accounting which an applicant for a certificate is able 
to present, before awarding the certificate. In some 
states a part of that experience may be in private ac- 
counting work. 

Briefly, it requires more than a thorough grounding 
in accounting to make a successful controller. 

—A.R. T. 








The Internal Auditing Staff 


I shall discuss “The Internal Audit- 
ing Staff” under three headings: 


1. Internal Auditing—the work to be 
undertaken by the staff. What are 
its real objectives and possibilities ? 

2. Selecting the Staff Members—What 
type of men are required? What 
considerations should guide us in 
our selection ? 

3. Training the Staff—After we have 
chosen these men, what methods 
can we employ to develop them to 
the highest standard of usefulness ? 


At the outset of my remarks, let me 
state that I recognize fully that the firms 
that you represent have differing prob- 
lems and that your internal auditing 
staff may range from a very few men to 
sizeable groups. Hence, certain portions 
of my discussion may not have an exact 
detailed application to your company. 
Nevertheless, I am sure that the broad 
principles and thinking are common to 
all; and that you will be able to recog- 
‘nize their application to your particu- 
lar situation. 

Furthermore, I believe that certain of 
my remarks—particularly in regard to 
selecting and training men—will apply 
to sections of your organization, other 
than to an auditing group. 





1. A Concept of Internal Auditing 


In recent years, there has been a quite 
definite change in the objectives, meth- 
ods, and status of the internal auditor. 

The modern internal auditor is no 
longer merely a double-checker of the 
mathematical correctness of documents 
—a slightly above-average clerical em- 
ployee. His work is beginning to be rec- 
ognized as an integral part of the scheme 
of management. Especially is this true 
in a large corporation. 

The officers or top management of 
the company develop the broad pro- 
gram of operations, the policies and 
general methods to be employed. They 
delegate authority for specific phases 
and areas of operation; but they require 
assurance that the delegated responsi- 
bility is being discharged properly. 

Top management will use various 
means to obtain this assurance. The au- 
dit survey is one. Hence the audit report 
must reach beyond clerical performance 
into operations of concern to top man- 
agement. 

An Internal Audit has perhaps two 
major sections: 
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One, that parallels quite closely the 
work of the public accountants. We 
shall term it, the “Verification of Docu- 
mentary Accuracy.” 

In this phase of auditing, we seek as- 
surance that the figures on the detailed 
records, which through a series of con- 
solidations ultimately produce the finan- 
cial statements of the company are 
mathematically accurate and compiled 
in accordance with good accounting 
procedure. In this, we deal only with 
what did take place. 

This aspect of internal auditing is 
not new. 

But the second section, has a quite dif- 
ferent objective. It might be termed the 
“Determination of the Degree of Efh- 
ciency of Company Operations.” 

In this phase, we are not concerned 
particularly, for example, with the 
mathematical correctness of the earn- 
ings shown on the annual statement. 

We are principally concerned with 
whether or not the company earned all 
it should have earned, and whether in- 
efficient operations are jeopardizing fu- 
ture profits. 

So by busines analyses of various 
kinds, the internal auditor seeks to 
point out to operating management op- 
portunities to eliminate waste, correct 
poor judgment or unsound policies or 
practices, short-sighted treatment of 
customers and public, and such. 

All of these factors have a direct bear- 
ing on the successful conduct of the en- 
terprise; and are, therefore, of major 
interest to operating management. 

In this form of auditing, the internal 
auditor, an employee of the company, 
with an entirely different background, 
training and interests carries on beyond 
the functions of an outside auditor. 

This is the wider field of usefulness 
of the internal auditing staff, which is 
of considerably more recent growth. 

Space will not permit me to elaborate 
to any considerable degree as to the con- 


trasts between “Verification” and “Op. 
erating” auditing. 

The Operating Management of my 
own Company has been impressed and 
interested in our audits of operations: 
and as a result our prestige as a staff has 
grown. 

It might be of interest to you, how- 
ever, to offer a few illustrations of this 
type of auditing. 

Since the marketing section of a com. 
pany is perhaps more nearly alike in 
the problems of various companies, | 
shall select the illustrations from it. 

Four major sections of an audit of 
such a department are: 


1. Matters that affect trade relations 

2. Administration of credits and col- 
lection of accounts 

3. Cash 

4, Control of merchandise stocks 


I shall try to indicate briefly internal 
auditing of these subjects in which we 
check adherence to established policies, 
quality of judgment exercised, and gen- 
eral efficiency of operations. 

Customer Matters The outside ac- 
countant performing a verification audit 
is concerned almost wholly with deter- 
mining that the value of receivables as 
shown on the Company books is sub- 
stantiated by specific customer accounts 
—and that those accounts are proved to 
be genuine, by direct reference to the 
customers themselves. 

But the internal auditor has in addi- 
tion to that objective, many others 
which grow from an entirely differing 
outlook. The fundamental background 
is this. 

Any company that expects to operate 
indefinitely, and whose business is such 
as to require frequent and continued 
sales to its customers, has, as one of its 
most important assets a thoroughly 
agreeable relationship with the trade. 

This implies a belief on the part of 
the customer that the company apprte- 





Francisco and New Orleans Controls. 


THE PROGRAM AND THE PEOPLE 


In this presentation of his company internal auditing program, Mr. Kent de- 
velops in detail not only the “what” and “who,” but also the “why.” In these 
cost-conscious days, controllers will appreciate to the full this detailed discus- 
sion by the general auditor of the Standard Oil Company of California, who 
presented his views at meetings, in March and April respectively, of the San 
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ciates his business, and will do every- 
thing reasonable to satisfy him. 

Hence any impairment of such rela- 
tionship is a blow at the very business 
life of any company. Such a subject is 
therefore of vital interest to operating 
management. 

Subjects surveyed in this section of 
operations include: invoicing of cus- 
tomers, bookkeeping and correspond- 
ence with the trade. 

Invoicing In our company, to a very 
large extent, the driver draws the in- 
voice and presents it to the customer 
coincidental with the delivery of mer- 
chandise. ; 

Copy of this invoice is sent to the 
main office, where it is checked as to 
price, extension, and addition. If found 
in error, a “Corrected Invoice” is mailed 
to the customer. 

Now our operating management feels 
keenly that if an abnormal number of 
such corrected invoices are issued, our 
customers become annoyed—and this 
annoyance may disturb those pleasant 
relationships which are essential to re- 
taining customers. 

Hence, in each marketing audit, we 
make a recapitulation of one month’s 
business to determine the total number 
of original invoices issued, the number 
of corrected invoices, and the ratio of 
error. 

We subdivide these statistics by issu- 
ing Stations and by types of errors—so 
that specific remedial action and instruc- 
tion may be taken. 

Bookkeeping In addition to the fi- 
nancial verification of the accuracy of 
accounts receivable, we search for con- 
ditions that, as in the case of invoicing, 
may disturb our customers. 

If a monthly statement is issued to a 
customer which contains charges for 
merchandise which he didn’t purchase 
or fails to include credits for remit- 
tances, which he has made—we feel he 
will, and has a right to be annoyed. We 
do not wish him to feel that way to us. 

Our circularization of accounts will 
develop some of these conditions, if 
they exist; as well as possibly com- 
plaints as to service rendered. 

Furthermore, we examine a sizeable 
cross section of the individual ledger ac- 
counts, and tabulate the number of ad- 
justing journals which have been made 
over a period of several months. 

These, and other studies, enable us to 
judge the quality of our bookkeeping. 

Customer Correspondence It is a re- 
quirement of our company that all com- 
munications from our customers be re- 
plied to promptly, intelligently and 
courteously. 

We examine certain registers which 
afe maintained, as well as a cross section 
of the correspondence files to determine 
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the promptness and quality of customer 
correspondence. 

Credit Policies and Collection of ac- 
counts. Test studies are made as to ad- 
herence to policies affecting lines of 
credit, terms, and such, as well as effec- 
tiveness of collection activities. Studies 
deal with individual stations, and not 
merely with the district as a whole. 

These are factors beyond the mere 
ageing of accounts, propriety of reserves 
for bad debts, etc. They involve opera- 
tions essential to the successful prosecu- 
tion of the enterprise. 

Transmission and safeguarding of 
collections. Beyond the reconciliation of 
accounts and funds, we must know 
whether methods and practices are 
sound. Safeguarding against losses is 
not the only reason for this auditing. 

Transmission of funds from stations 
must be prompt not only in order that 
they may be deposited early, but that 
customers may receive immediate credit. 

In and out of all these verification 
procedures there runs a variety of fac- 
tors which affect good operations and 
company profit. 

Disbursement of Funds. Many of the 
examinations center around the prin- 
ciples of safeguarding, decentralization, 
proper approvals, adherence to policies. 

These have both “financial” and “op- 
erating’ aspects. In addition various 
types of disbursements affect correct re- 
lationships with employees, commission 
agents, vendors and governmental 
bodies. 

Operating management is very much 
interested in the maintenance of a high 
standard of such relationships. 

Control over Merchandise. This is 
one phase of our auditing which is pri- 
marily Operating auditing. 

Of course, we are interested in the 
correctness of the inventory figures, but 
that is only a relatively small part of our 
studies. 

From a company standpoint we are 
not satisfied to know that the quantities 
of gasoline and other merchandise 
shown on the records correspond to 
physically tested quantities. 

We must attempt to determine 
whether the inventories are as large as 
they should be; in other words, have ab- 
normal losses occurred—and if so, why. 

Except for products such as gasoline, 
any deficiency in inventory is improper. 
For example—if a station had 25 cans 
of something, and they sold 10, they 
should have 15 on hand. If they haven't 
you know there was an improper loss. 

But gasoline (if accounted for largely 
on an “atmospheric temperature”’ basis) 
produces an entirely different situation. 
You must deal with evaporation, con- 
traction, expansion, and the like. If you 
have 25,000 gallons to start with, and 
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you sell 15,000 you most certainly will 
not have 10,000 left. 

So you must endeavor to make a rea- 
sonable segregation of a loss indicated 
by the records as between non-controll- 
able and controllable. 

After you have made approximations 
of evaporation, you set to work to study 
the remainder of the loss. 

I shall not attempt to discuss this. But 
our studies should enable us to report to 
operating management, as to whether or 
not their field representatives are adher- 
ing to the instructions that have been 
issued in the interests of safeguarding 
merchandise; whether or not abnormal 
losses are investigated promptly and in- 
telligently; and whether or not field 
management have a due appreciation of 
the subject; and are aggressive in their 
administration of it. 

To accomplish these two objectives— 
“Verification of Documents” and “De- 
termination of Operating Efficiency” — 
the auditor must be equipped with 
“mental bi-focals.” 

Through one portion of them he sees 
the records from a strictly “verification” 
aspect; through the other he scrutinizes 
critically the operations they portray. 

To perform this later part of his as- 
signment will require more than a theo- 
retical knowledge of accounting. It will 
require that special quality of mind, 
which recognizes instinctively that fig- 
ures are something more than “digits” 
—to be added, balanced, and moved 
from one account to another. 

An “operations” type of auditor does 
not think of the records of his company 
as a continuation of those accounting 
examples which were part of his train- 
ing at school. The records are not in 
his eyes, opaque. He sees through them 
to the actual movement of operations 
they represent. 

Figures, to him, are symbols, motion 
pictures of “Industry in action,” affi- 
davits of what men did, evidence to con- 
sider. 

Thus, the job has its own peculiar re- 
quirements; hence, it requires a particu- 
lar type of individual to fill it. 

So much for the general nature of the 
work, its possibilities, and expectancies 
—for which we are to select and de- 
velop a staff. 

This very brief outline will, I think, 
indicate why I believe in the need of 
great care being used to select, at the 
outset, the type of individual who 
would appear to be adapted to internal 
auditing. 

Of course, if we are to attain these 
auditing objectives, it is quite necessary 
that we employ sound, intelligent meth- 
ods, and set up a well-organized pro- 
gram. However, the success of the pro- 
gram will be very largely dependent 
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upon the competency of the individuals 
who are to carry it out. 


2. Selecting the Staff Members 

Although it is not possible to gauge 
the qualifications of a candidate with 
absolute assurance, we should examine 
them as thoughtfully and intelligently 
as possible. 

In my thinking, they can be classified 
into four groups: (1) business charac- 
ter; (2) ability; (3) experience; (4) 
personality—and I mentally examine 
them in that order. 

Character—the make-up of the man. 

Does his past record indicate that he 
is reliable, industrious, and straight- 
forward and that he is continually try- 
ing to improve his workmanship. 

Since auditing is a responsible, confi- 
dential profession, it demands both per- 
sonal and business good conduct. 

At times he will work alone. Can we 
expect him—irrespective of surveillance 
—to give his best? 

At other times, he will work in a 
group. Can he merge his efforts with 
others, or is he a “lone wolf’ type? 

If he does not possess these character- 
istics, I am not interested in discussing 
his other qualifications. 

Ability—apart from either education 
or business experience. 

I should look for signs of initiative, 
imagination and judgement. 

A plodding, routine mind will be lost 
in auditing of an “operating” nature. It 
calls for the analyst who can recognize 
the significance of figures, and who can 
distinguish between findings that are 
important and those which are not. 

I look for men who reason well; for 
in their auditing they should be able to 
develop in certain cases the cause of a 
specific situation, and in others, the ulti- 
mate effect on company affairs. 

Let us assume that the candidate ap- 
pears to possess to a fair degree most of 
these characteristics. 

The further considerations which will 
affect your decisions will depend to 
quite an extent on the particular re- 
quirements of your specific company. 

These will weigh quite heavily as you 
consider his “experience” and ‘“‘person- 
ality.” 

Experience—(Education and_previ- 
ous business occupations). 

If your auditing is largely of a finan- 
cial accounting nature, then of course, 
financial accounting knowledge is para- 
mount. 

If it includes considerable ‘‘opera- 
tions” types of audits, then you will re- 
quire some men on the staff who have 
had practical experience in these opera- 
tions. 

Personality—If the auditor’s duties 
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will bring him into contact with Man- 
agement as well as with rank and file 
employees, his personality becomes: par- 
ticularly important. 

Appearance, poise, tact, manner of 
speech—all these will affect his ability 
to carry out his assignments smoothly 
and efficiently. 

In my further remarks, I shall discuss 
to quite a degree problems and methods 
employed in my company, with the 
hope that you may find some parallels 
in your own company. 

As general auditor, I have a dual re- 
sponsibility to the comptroller, to super- 
vise the audit program, and to train 
men for transfer to somewhat important 
positions in other sections of the com- 
pany. 

Several years service on our auditing 
staff, auditing and studying the opera- 
tions of all sections of the company and 
its subsidiaries, furnishes an all-round 
knowledge of company affairs. It is, 
therefore, a unique training-school. 

Two of our former staff members 
hold positions of secretary-treasurer in 
subsidiary companies; one is a comp- 
troller. 

Two are assistant managers of the ac- 
counting division of major departments 
in the parent company. 

Several others have become chief ac- 
countants or office managers of subsid- 
iaries. . 

Several occupy operating positions in 
the parent company. 

Our auditing is quite varied—pro- 
ducing, manufacturing, transportation, 
marketing, and other operating depart- 
ments; subsidiaries—combining several 
operations, financial accounting audits. 

Because of this, we seek varying types 
of experience, so as to produce a versa- 
tile type of staff. Hence we draw from 
various sections of our own company, as 
well as from the public accounting pro- 
fession. 

Those men we select from within the 
company, we observe for sometime be- 
fore we take any definite steps to obtain 
them. Our audits afford opportunities to 
quietly scout them. 

So much for the subject of “Selec- 
tion.” 

I have stated that granted proper per- 
sonal qualifications, we select men with 
varied experience, but the end-result of 
our training must be to produce aill- 
round auditors, who in time shall be 
capable of handling varied assignments. 

The program, based on certain spe- 
cific idéas, carries on throughout the 
auditor’s service on the Staff. There are 
not specific periods of time for this and 
that. To the Auditor himself certain ex- 
periences may appear casual, but they 
are definitely controlled and instigated. 


Allow me to outline briefly our meth. 
ods and objectives. 

Introduction to the Staff The gen. 
eral auditor spends considerable time 
personally with each new staff member, 
explaining responsibilities, policies, and 
standards of the staff. I explain our 
views as to the correct approach to au- 
diting, the reliance placed upon the staff 
by management, and various aspects of 
an auditing life. 

We then arrange for him to spend 
some time reading the Policy section of 
our manual, which deals with various 
overall matters of relationships, audit. 
ing fundamentals, and such. 

He is then required to read a number 
of selected audit reports—not to digest 
the detail—but to glimpse the nature of 
the coverage, and the style of presenta- 
tion. From these come the initial con- 
sciousness that all the conscientious, ca- 
pable work that is performed in the 
audit is valuable only to the degree that 
it is translated into a clear, intelligent, 
and interesting Report. 

At this time, and throughout his sery- 
ice on the staff, we endeavor to make 
clear that the successful practice of In- 
ternal Auditing is dependent on clear 
thinking in terms of objectives. Not 
what records he is to check, but what 
facts he must ascertain. 

We believe that steps such as these 
should be taken, before the new auditor 
is given any auditing assignment. 

Early Assignments—These are se- 
lected with considerable care. Although 
we know quite a little of the back- 
ground and experience of the new audi- 
tor, we need to know more—if we are 
to train him intelligently. 

He will, therefore, be assigned to 
work in succession with various of our 
older auditors. They are alike as to fun- 
damentals, but differ considerably in 
characteristics and background. Each of 
them will contribute something to the 
new auditor; will see him from a differ- 
ing viewpoint, and may discover differ- 
ing tendencies in him. Thus while we 
are training him in technique, we shall 
diagnose him more fully. 

If he is studious, he will gain some- 
thing from each of these more expeti- 
enced men, that will fit into the mosaic 
of ability, experience, and personality 
that he is designing for himself. 

Pooling Experience—As a further 
contribution to the gaining of expett- 
ence, we endeavor to asign him to vati- 
ous types of audits. 

He works in an audit of a department 
which is unfamiliar to him, but with 4 
man who knows that Department. 

Later on, the positions may be te- 
versed. He may audit the department 
from which he came, and the auditor 
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who was the teacher in the former audit, 
may be the student in the latter audit. 

So each broadens his knowledge, and 
each learns respect for the other’s 
knowledge—a healthy lesson for associ- 
ates. : . 

Proper Attitudes and Relationships— 
This subject is a continuing one; but 
receives quite close attention in the case 
of anew man. 

Perhaps he has long desired to be on 
the staff. He is anxious to justify his se- 
lection. He is determined to miss noth- 
ing, but his judgment of values is not 
yet developed. 

He, therefore, may be over-technical, 
over-demanding, be inclined to take 
himself too seriously. 

We know that his bearing, tact, ad- 
herence to proper organization lines, 
will materially affect his success. 

So we point out to him at the outset, 
and whenever necessary thereafter, how 
he should conduct himself in this re- 
gard. 

We wish him to be business-like but 
natural and friendly. 

His approach to employees must as- 
sume that conscientious and intelligent 
work has been performed; but that his 
responsibility requires that such assump- 
tion be justified by facts. 

He is to be open-minded; but is not 
to “back-down’”’ simply to be agreeable. 

In other words, his attitude must cre- 
ate respect and appreciation for his 
position. 

Education in these matters is impor- 
tant. 

Group Meetings. We hold an an- 
nual meeting of auditors. It may last 
several days. We discuss problems, 
methods, changing operations in the 
company. We devise improved auditing 
methods to meet new company prob- 
lems. All take part in these discussions. 

We have a number of company ofh- 
cials address the Meeting as to matters 
for which they are responsible. 

These meetings are quite valuable to 
the new auditor—both as to auditing 
methods and the thinking of his new as- 
sociates, 

At the close of many of our audits, 
the general auditor or assistant general 
auditor reviews audit finding with quite 
large sized groups of local management. 
The studies and findings of the auditing 
gfoup—participated in by the new au- 
ditor—are summarized in essential form 
and emphasized by discussions of the 
fundamental importance of the various 
subjects discussed. 

Thus the new auditor has the oppor- 
tunity of hearing the labors of several 
weeks summarized into a few hours;— 
and of noting the relative importance 


placed by his chief on the various find- 
ings. 
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All this to a studious auditor develops 
his sense of values—a most important 
attribute. 

Report Writing. I stated that one of 
the first steps which a new man took 
was to read a few audit reports. 

We place great stress on the subject 
of report writing. 

We believe that no man is a rounded- 
out auditor until he can portray to those 
concerned the result of his auditing, 
clearly, concisely, convincingly, and in a 
manner that will attract and interest 
them. 

We hold it to be fundamental, that 
auditing is of little avail, if manage- 
ments are not incited to corrective ac- 
tion. To accomplish this, the manager 
must first be induced to read the report. 

If the report is not interesting enough 
to produce a desire on management's 
part to read it carefully—then the au- 
ditor has failed. 

A dusty, dry, stereotyped presenta- 
tion makes a busy executive ‘shy away” 
from the report. 

Hence the stress on the subject. 

Each auditor, including a man on his 
first assignment, is required to write his 
own findings. This is then edited by 
the auditor-in-charge and discussed with 
the auditor who wrote it. He is shown 
how to make improvements in lan- 
guage; sequence; or tabulations that 
will better display the material in ques- 
tion. 

Each report is further edited in San 
Francisco by the general auditor or his 
assistant before it is presented to the 
officers of the company. Auditors may 
then read the finished product. 

We are continually in meetings, or 
with individuals, discussing the theory 
and practice of report writing. On one 
occasion we even issued a pamphlet on 
the subject; and this has been summar- 
ized in a section of our auditor’s man- 
ual. 

Development of Supervisors. When 
an auditor has learned auditing tech- 
nique, and his thinking and ability indi- 
cate maturity, we consider his fitness for 
supervisory assignments, for the devel- 
opment of an auditor should produce 
leadership. 

Can he organize the work of a crew, 
guide them, synchronize their efforts ? 

Do his associates respect his ability 
and knowledge? 

Is he thoughtful and considerate of 
them, or does his ego stand out too far? 

How does he make decisions? With 
reasonable promptness? With a bal- 
anced recognition of his own responsi- 
bilities and the sensibilities of his asso- 
ciates ? 

How does he impart knowledge to 
others? From their level of understand- 
ing, and yet without a patronizing man- 
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ner? Does he teach fundamentals first ; 
or does he bewilder a new man with a 
mass of detail? 

If he appears to meet these require- 
ments, we give him his opportunity, 
watch his progress carefully, and coun- 
sel frequently with him. 

Esprit-de-Corps. I have discussed 
various methods which are employed to 
train auditors in the technique of their 
profession and to develop their abilities 
and personalities. 

Beyond this training, we recognize 
the paramount importance of creating 
and maintaining morale, esprit-de-corps. 
This is true of any organization, but is 
particularly so in the case of an auditing 
staff—because of certain conditions, 
which are perhaps peculiar to it. 

My immediate chief—the comptrol- 
ler—has a very keen appreciation of the 
situation; and we have given this prob- 
lem much thought. 

The life of a traveling auditor, from 
the personal side, is in many cases not 
too easy. He is called upon to be away 
from home for a considerable portion 
of the year. Even though his wife may 
travel with him on occasions, certain 
elements of home life are missing. He 
moves from one hotel or apartment to 
another at rather frequent intervals. He 
leads something of a ‘‘gypsy’’ life. 

Because of these factors, auditors may 
become gradually dissatisfied with their 
jobs. Such a condition has a decided 
bearing on the sizeable ‘‘turn-over’’ in 
auditing staffs, of which we hear from 
time to time. 

Someone has said that: 

“The moral of employees is deter- 
mined principally by the character of 
supervision. 

I believe that statement to be true. 

Hence I should like to stress for a 
moment the personal responsibility of 
the manager of an auditing staff in the 
development of his men and on the cre- 
ation of esprit-de-corps. ~ 

I count myself fortunate in that my 
views on these matters are likewise those 
of my chief. 

Speaking personally, I would rather 
leave—if necessary—many matters of 
program and procedure to others on my 
staff, than to fail to spend time and 
thought without stint to the develop- 
ment of each man entrusted to my 
supervision. 

We must deal with each staff member 
as an individual—study him; analyze 
his characteristics and abilities; and rec- 
ognize his particular problems—per- 
sonal, as well as professional. 

We know that if the men are happy 
and content, they will do better work, 
and progress faster. 

(Please turn to page 337) 











Duties of the Internal Auditor 


A Report of the Committee on Technical Information and Research 


A member of the Institute of Internal 
Auditor’s Research Committee, who is a 
member of the Controllers Institute of 
America, was anxious to establish a clear- 
cut definition of the duties of the intétnal 
auditor. He wished to come up with a defi- 
nition similar to that published by the 
Controllers Institute as to the duties of a 
controller. Consequently, the aid of The 
Controllers Institute’s Committee on Tech- 
nical Information and Research was en- 
listed through the following question- 
naire: 


1. In your company, who ap point. the in- 
ternal auditor? 

2. Who defines his duties? 

3. What are those duties? 

(a) Are they confined solely to the 
main plant or do they include the 
operations of branches? 

4. To whom is the internal auditor re- 
sponsible? 

5. Are his reports rendered at stated in- 

tervals or, 

Is he considered rather on the basis of 

a continuous trouble-shooter? 

7. What additional information can you 
give which will enable us to go into 
detail in defining the duties of an in- 
ternal auditor? 


6. 


*) 


The results of the questionnaire indi- 
cate that by-and-large the controller ap- 
points the internal auditor and the con- 
troller defines the duties of the internal 
auditor ; as a consequence of which the 
internal auditor is responsible to the con- 
troller. The replies also indicate that the 
internal auditor's job in many instances in- 
cludes similar duties. 

The reply to the inquirer, by Mr. Her- 
bert P. Buetow, chairman of the Commit- 
tee on Technical Information and Re- 
search of the Controllers Institute of 
America follows: 

“The duties of the Internal Auditing 
Department can be classified into three 
main categories. 

“First is its responsibility to safeguard 
company money and property. This cate- 
gory includes determining the degree of 
adherence to company procedures and 
policies. In itself, this function involves 
a long list of duties, many of which hinge 
on the methods of internal check, the de- 
termination of their adequacy and provi- 
sion for constructive analysis of the vari- 
ous phases of operations. The latter 
function, too, involves many duties: The 
training and developing of an auditing 
staff that wil! produce constructive criti- 
cism; devising audit procedures that pro- 
vide opportunity for such analysis; and 
finally, planning audits that will cover the 






varied phases of the company’s operation 
(as opposed to audits that are confined to 
a search for cash shortages). A third im- 
portant function in this category is the 
duty of the internal auditing department 
to provide for a definite follow through 
on approved recommendations. 

“The second category involves the re- 
sponsibility of the Internal Auditing De- 
partment to provide, or to de, a training 
ground which will produce qualified can- 
didates for responsible positions through- 
out the organization. The importance of 
this duty has far-reaching, long-term con- 
sequences. 

“In the third category we include those 
special assignments and _ investigations 
which are best performed by the Internal 
Auditing Department because of its con- 
tact with all phases of operations, or be- 
cause of its flow-chart knowledge of the 
relationships between and among the vari- 
ous departments, or because of its com- 
parative independence of the chain of 
command. 

“Audit reports are not necessarily ren- 
dered at stated intervals. In some cases 
surprise audits are effective. 

“The Internal Auditing Department is 
employed in the status of trouble-shooter 
whenever the problem is particularly 
adaptable to the department's special capa- 
bilities.” 

There follow excerpts from other re- 
plies, covering some of the additional 
duties for which internal auditors are re- 
sponsible. 


From A Southern Oil Refining Company 

“A distinct function is the appraisal of 
the practicability of procedures, controls, 
and work practices of the operating staffs, 
and established accounting principles and 
policies; this is accomplished concurrently 
with the execution of the audit program. 
Staff personnel are encouraged to conduct 
their work with an attitude of constructive 
inquiry into the ‘‘why and how” of doing 
things, and to develop an operating con- 
sciousness for weaknesses and impractica- 
bilities in current methods, so as to be 
able to point out improvements. 

“The Division makes studies of matters 
affecting the welfare of the Company and 
its subsidiaries, and conducts special as- 
signments for the Comptroller. These in- 
clude joint operating agreements, periodic 
and special statements prepared by the 
various offices of the Comptroller's De- 
partment, and the field offices, tax and 
other Governmental reports, insurance 
programs, and office methods employed 
by administrative and operating depart- 
ments (including field offices) .” 
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Several of the members of the Commit- 
tee reported that in their companies the 
internal auditor, together with the vice- 
president and/or the controller, has charge 
of the lines and amounts of insurance that 
are required, as well as matters pertaining 
to taxes. 


From A Pacific Coast Company 


“In addition he keeps the section man- 
agers and superintendents informed of 
matters relating to insurance that they 
should have knowledge of. He works with 
the superintendents in forming safety com- 
mittees and assists such committees in an 
effort to eliminate hazards that result in 
loss of property and injuries to customers 
and personnel. 

“Further the internal auditor examines 
and approves, if in order, all income, ex- 
cise, sales, withholding, social security and 
franchise tax reports. Income and fran- 
chise tax reports are audited prior to fil- 
ing. Other reports are audited either prior 
to or after filing. 

“We have discontinued using the In- 
ternal Auditor as a trouble shooter. We 
used to do this, but found that he became 
just a trouble shooter and the actual inter- 
nal audit function was not adequately per- 
formed.” 

Twelve replies indicate the internal au- 
ditor’s responsibility to see that the com- 
pany’s property is adequately protected 
and seven indicate that the internal audi- 
tor should be available for all special as- 
signments and investigations. 


From An Airplane Manufacturer 

“In terms of purpose, it may be said 
that the over-all function of the unit is to 
assist Management (a) in determining 
whether all functions, but especially the 
various financial and other control func- 
tions, for which management has assigned 
responsibility, are being performed satis- 
factorily and in accordance with manage- 
ment’s directives; (b) in arriving at 
sound, practical decisions with respect to 
policies and procedures, but especially 
those relating to matters of internal con- 
trol; and (c) in conducting any special 
investigations management may have to 
make. 

“In terms of activity, it may be said that 
the function of the unit is to investigate, 
report, and advise. In their relative ordet 
of importance (quantitatively, if not 
otherwise) the matters which form the 
subject of investigation most often may 
be listed as follows: 

“1, The performance, on the one hand, 
of such functions as budgetary control, 
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cost control, inventory control, organiza- 
tion control, wage and salary control, pro- 
duction control and the several types of 
accounting control. The performance, on 
the other hand, of such functions as sched- 
uling, planning, purchasing, receiving, 
selling, shipping, and billing. 

"2, Policies and procedures affecting 
the performance of control functions. 

“3, Representations made by such per- 
sons as vendors, sub-contractors and li- 
censees in connection with such matters as 
price negotiations, termination settlements 
and royalty payments.” 


From A Southern Distilling Company 

“In our plant the Internal Audit De- 
partment is in our Main Office in New 
York but internal auditors are also em- 
ployed at branch Plants. 

“The duties of the Internal Auditors 
mainly consist of test checking various 
transactions, including computations of 
inventories; also, to see that the systems 
ate followed and that the various employ- 
ees in charge are capable of doing the 
work. Internal Auditors should be capable 
and experienced men, not just mere 
checkers or clerks whose main duties seem 
to be reconciling bank accounts and check- 
ing computations of payrolls. It has been 
my observation that unless the Internal 
Audit Department is properly supervised, 
a condition develops whereby numerous 
letters are written on petty items, creating 
much ill feeling.” 

The supervision of traveling auditors 
is part of the internal auditor’s job in a 
Chemical Manufacturing Company. 

“The duties include supervision of the 
staff of traveling auditors who cover ap- 
proximately 40 plants and 17 sales offices. 
They also include supervision of the Ac- 
counts’ Payable department at the Head 
Office through which all disbursements 
must pass, as well as the Accounts Receiv- 
able ledgers which are kept at the Head 
Office for the entire organization. The In- 
ternal Auditor also signs all voucher 
checks before their transmittal to the treas- 
uy department for payment signature and 
thus has direct inspection of all disburse- 
ments made by the Corporation. 

Visits made several times a year like- 
wise have a psychological and moral value 
in keeping the field personnel alert and 


. with company’s assets and meth- 
ods,” 


From An Eastern Com pany 


“The Internal Auditor is responsible 
for petiodic audits of a/l company opera- 
tions which include home office, local and 
branch manufacturing plants and a na- 
tional distributing organization. 

‘Upon completion of the audit of each 
~ a comprehensive audit report is is- 
sued, 

“The internal auditor is not a continu- 
ous trouble shooter. He has a specific as- 
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signment to conduct periodic audits of 
every company operation. 

“Our Company’s policy with respect to 
its internal auditors is that they must meet 
the standards of a well balanced public 
accountants staff; they must have an ac- 
counting education and have public au- 
diting experience. Audits conducted by 
the internal auditor follow all the, proce- 
dures used by the public accountant and 
in addition include special provisions for 
checking the company policies, fraud in- 
vestigations and adherence to standard 
practices.” 

In some companies the internal auditor 
reviews all changes in accounting proce- 
dure before they go into effect. 


From A Company Located in the Central 

West 

“The Internal Auditor should control 
all Internal Auditing both financial and 
cost and should report direct to the Con- 
troller. It is quite important that he 
should be independent of all constructive 
accounting. 

“The Internal Auditor and his staff 
should perform the work usually done by 
public accountants where Internal Audit- 
ing staffs are not used, although they 
should not make any corrections of 
changes on their own authority. They 
should have an opportunity, however, to 
review all changes in the published rules 
and procedures for accounting before they 
are made effective, and offer any sugges- 
tions as to improvements which could be 
made by changing any of the accounting 
routines.” 


From An Eastern Manufacturer 


‘Personally I think that the ideal set up 
is to separate (1) the handling of facts, 
figures and records from (2) the handling 
of money and valuables and thus to use 
(1) as a check on (2). If the problems 
of each are sufficiently large the separation 
can be made at the top level. Otherwise it 
should be made at the second level. The 
controller or assistant controller would 
handle (1) and the treasurer or assistant 
treasurer would handle (2). Internal au- 
diting would then be a part of the control 
function and the internal auditor would 
report either to the controller or to the 
official to whom the controller reports, de- 
pending on the nature of the controller's 
job and the degree of centralization or 
decentralization of the control function in 
the organization.” 





INTERNAL AUDITING 
(Continued from page 335) 











We wish them to think of their man- 
agement as personal friends, as well as 
business chiefs. We wish them to be- 
lieve that we are sympathetic to their 
problems; but that nevertheless we de- 











Controllership Foundation’s Study 
Gains Wide Circulation 


A detailed account of the find- 
ings in the recent survey, by the 
Controllership Foundation, of the 
public’s acceptance of the facts and 
figures of business accounting, ap- 
peared in the May 28 issue of “Na- 
tional Petroleum News.’ The arti- 
cle carried the by-line of Frank 
Sturtevant, NPN staff writer. 

The Foundation’s study has also 
been given wide publicity through 
lengthy articles in “Business Week,” 
‘TIDE—The Magazine of Market- 
ing, Advertising and Public Rela- 
tions’ and many other nationally- 
circulated and specialized publica- 
lions. 











mand a high standard of performance. 

We wish each of them to feel that he 
belongs to a fine organization, and to be 
jealous of its prestige. 

I am sure that these objectives cannot 
be accomplished unless the management 
goes out where the operations and au- 
dits are taking place. The manager can- 
not remain at headquarters, and ever 
hope to be really close to his men, and 
imbue them with his own aims and en- 
thusiasms. 

Close understanding of the men, close 
contacts, morale building—all these fac- 
tors serve as the /ubrication of the metal, 
as it is ground into the finished tool for 
service. 

To summarize: 

Appreciating the objectives and great 
possibilities of internal auditing, we 
search for men who by reason of char- 
acter, ability, experience, and personal- 
ity appear to have potentialities for this 
profession. 

Then by the application of clearly de- 
fined methods we endeavor to train 
them to a high standard of usefulness. 

We have stressed the personal re- 
sponsibility of the staff management in 
this program, 

If a leader very largely lets his men 
grow as they will, he can take life rather 
easily. 

But, if he is willing to work hard at 
this business of development, then he 
shall have the greatest satisfaction that 
ever comes to a leader—that of seeing 
his men grow into outstanding individ- 
uals. 

Our successes in supervising the many 
business transactions assigned to us in 
time pass and are forgotten. But the de- 
velopment of men, who in turn shall lead 
and teach others the principles and ideals 
that we have taught them—this is the real 
achievement and personal satisfaction of 
leadership. 









“Whose Companies Are They?” Subject 
of Next Study by Foundation 


By Daniel J. Hennessy, President, Controllership Foundation, Inc. 


Widespread distribution of the Control- 
lership Foundation’s initial report brought 
reactions from hundreds of companies. 
The question raised by the majority was, 
“What are you going to do about ignor- 
ance and suspicion of the figures of bust- 
ness accounting ? 

It is obvious that a comparatively 
broad cross section of industry, as repre- 
sented by those to whom the report was 
sent, are troubled about the conditions 
revealed in this report. 

In order to reach as many as practi- 
cable of those who have a stake in its 
solution, the Trustees decided to go con- 
siderably beyond members of the Insti- 
tute and the Foundation in disseminat- 
ing this information. Accordingly all 
companies whose securities are listed on 
the Stock and Curb Exchange, and 
whose fiscal officer is not a member of 
the Controllers Institute, received a copy 
addressed to the President. 

In addition, industry and _ trade 
groups; the presidents of the hundred 
largest banks in the country ; other Foun- 
dations and Institutes whose field of ac- 
tivity parallels that of the controllership 
Foundation; graduate schools and 
schools of commerce and administration 
in our leading universities; in addition 
to many figures in the public eye such as 
the Secretary of Commerce; the Chair- 
man of the President’s Economic Advi- 
sory Committee; the President of the 
Chamber of Commerce of the United 
States; the chairman of the Securities 
Exchange Commission; and others re- 
ceived the report. 

News releases were sent to more than 
200 newspapers in large and middle size 
cities in addition to some thirty general 
business and financial publications who 
also received a copy of this report. 


REPORT'S RECOGNITION WIDE 


Widespread recognition has been ac- 
corded in the press and throughout these 
publications. Many articles have ap- 
peared by special writers. As a result sev- 
eral hundred requests for copies have 
been received which the office of the 
Foundation: has undertaken to handle in 
the order in which they were received, 
and with as little delay as possible con- 
sistent with the avalanche of business 
that has resulted from the release of the 
report. 

A number of individuals and trade 
groups have written of their intention to 





use this material as a basis for addresses, 
or in group or panel discussion. In addi- 
tion, a radio period over one of the lead- 
ing networks plans to use it in a program 
entitled ‘““Have We Lost Confidence in 
Business ?” 

Some criticisms, although not many, 
and a great many helpful suggestions 
have been received. These have been 
briefed and tabulated. They will serve in 
part as a basis for consideration of the 
next step to be undertaken in extension 
of the original inquiry. 


FUTURE ACTION PLANNED 


It was not intended that the Founda- 
tion’s initial report do more than set the 
stage for future action. The Trustees be- 
lieved that when factual, authentic in- 
formation was made available with re- 
spect to these areas of lack of compre- 
hension and unwillingness to accept the 
figures relating to business operations, 
determination to do something about it 
would come to the top. 

This is exactly what has resulted. 

Plans are now being laid for the next 
step. While it is too early, at the time of 
preparing this article, to report in detail 
concerning these plans, it can be said 
that they primarily are directed at en- 
couraging invention and discovery of 
terms and symbols that will be under- 
stood and can be accepted by the public. 
In serving as a clearing house for infor- 
mation which bears on developments 
along these lines, the Foundation will 
also test the effectiveness of measures 
which are now being employed as well 
as others which may arise through the 
impetus which has been given to the 
need for action. 

Meanwhile work has been begun on 
an inquiry which originally had been in- 
tended to handle as a corellary to the ini- 
tial project. When it was found that this 
might delay getting out its first report, 
the subordinate inquiry was set aside as a 
task to be undertaken soon after the ini- 
tial report was published. 


OPINIONS ON OWNERSHIP 


This is an inquiry into “Whose compa- 
nies are they?” It will attempt to find out 
what the public thinks about ownership 
of companies. While it is unwise to 
speculate in advance of any research un- 
dertaking, it may easily develop that the 
widespread ownership of companies is 
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not fully realized. While those who 
think that Mr. Rockefeller owns the 
Standard Oil Company, and Mr. Mor. 
gan or a group of bankers owns the rail- 
roads may be in the minority, the far 
flung ownership of such companies as 
the American Telephone and Telegraph 
with its 700,000 stockholders, United 
States Steel Corporation with its 228,000 
stockholders, for example, may not be as 
well known as could be desired. 

An apt illustration was reported in the 
press on the occasion of the Telephone 
Company’s annual meeting a fortnight 
before the strike among the telephone 
operators occurred. At this meeting one 
who obviously had leanings on the side 
of the union, jumped to his feet during 
a discussion and exclaimed ‘170,000 
workers can’t be wrong.” A moment 
later another stockholder quietly rose to 
his feet and announced, in paraphrasing 
the other’s statement, ‘700,000 stock- 
holders can’t be wrong.” And this ended 
the discussion. 

If workers realized that the true own- 
ers of a company are people like them- 
selves and not a “Mr. Moneybags,” the 
point of view in many management-la- 
bor controversies would be different. 

Work started June 2, 1947 on this 
project which is No. 3 in the Founda- 
tion’s research projects. Field work is be- 
ing done by Psychological Corporation 
of New York City, with the Founda- 
tion’s Research Director coordinating 
the desires of the Trustees with the plan- 
ning and execution of the job. The re- 
port, it is expected, according to present 
schedule, will be available for distribu- 
tion early in the Fall. 


EDUCATION For CONTROLLERSHIP ALSO 
BEING STUDIED 


The Foundation’s second project was 
described in the May issue of ‘The Con- 
troller.” This is research into ‘‘Educa- 
tion for Controllership.” Work is being 
done by the Educational Director of the 
Controllers Institute, Mr. Charles C. 
Hull. This will be handled in three parts, 
as follows: 


First, a symposium of problems and 
qualifications of practicing controllership; 

Second, a survey among educators and 
controllers regarding selection and train- 
ing of personnel; 

Third, preparation of a list of educa- 
tional and training requirements. 
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Work on the first part of the project is 
well under way, and it is expected that 
the book which will result will be de- 
jivered in manuscript form by Septem- 
ber 1, looking toward completion of the 
entire project by the end of 1947. 

Letters which have been mailed to 
those invited to contribute sections in 
the book have already produced a num- 
ber of acceptances, and no difficulty is 
anticipated as to the symposium being 

roduced in line with specifications pre- 
pared jointly by representatives of the 
Foundation and the Institute at the time 
the stated objectives (as listed in “The 
Controller” for May, 1947) and the pro- 
cedure to be followed were agreed upon. 

The first section of the symposium 
will be “Top Management Looks at Con- 
trollership.” Following this will come 
one describing the controllership func- 
tion in the United States, with pertinent 
reference to parallel developments in 
Great Britain and Europe. 

A third section will be devoted to a 
description of the modern concept of the 
functions of controllership as the central 
staff aid executive management. 
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A fourth section will be devoted to 
discussion of the organization and per- 
sonnel problems in the controller's de- 
partment. 

Selection and training of key men in 
the controller’s office will be discussed in 
the next section; and another and con- 
cluding section will be devoted to the 
educator's view of training qualifications 
underlying controllership. There will be 
a foreword and introductory section, to- 
gether with a bibliography. The book is 
expected to run to 80,000 words or ap- 
proximately 150 pages. Honorariums are 
being offered to the various contributors. 
The book when published will be sold to 
members of the Controllers Institute at a 
reduced price. 

Whether the Foundation will publish 
the book or handle it through an outside 
organization will be determined by the 
Board of Trustees of the Foundation, as 
will the price at which it is to be sold to 
members and others. The Controllership 
Foundation will, of course, own the 
rights to the book, the grant of funds 
having been made by the Foundation to 
the Institute for this undertaking. 


Special Report to Congress Contradicts 
Industry Profits Views of ClO 


In a special economic analysis prepared 
recently for Congress, the basic conten- 
tions of the Congress of Industrial Or- 
ganizations with respect to the sources of 
corporate profits last year were strongly 
contradicted. The increase in profits, com- 
pated with 1945, is traceable to three 
principal factors, and price increases was 
the least important of the three, accord- 
ing to the report. The others were tax re- 
ductions and volume production. The re- 
port conceded that in some lines, par- 
ticularly soft goods, service and construc- 
tion, prices could have been held or low- 
ered and still permitted a good profit. 

The analysis was prepared by the legis- 
lative reference service of the Library of 
Congress for the Senate Committee on 
Labor and Public Welfare. The work was 
done by Gustav Peck, labor economist, in 
consultation with Meyer Jacobstein, Theo- 
dore J. Kreps, Raymond E. Manning and 
Howard S. Piquet. 

Specifically, the analysis addressed it- 
self to the testimony of Philip Murray, 
ClO president, before the committee on 
February 19, 

Whether net corporate profits of $12,- 
000,000,000 in 1946 were too high on 
the basis of a national income of $165,- 
000,000,000 “we do not pass judgment,” 
the report said. 

“It is, however, an historical fact that 
the Proportion of the national income go- 
ing to net corporate profits is lower than 
it many other periods of high level pro- 


duction and reasonably full employment.” 

“The largest increases in profits in 
1946 over 1945,” said the report, ‘went 
to many nondurable goods industries, like 
textiles, garments, paper and pulp, food, 
rubber products, liquor, wholesale and re- 
tail trade, and some of the services, in- 
cluding motion pictures.” 

“Looking at the final financial results 
of a number of these companies at the 
end of 1946,” the report continued, “‘it 
is clear that the confluence of factors was 
so favorable that many of them could 
have reduced prices during the year and 
they would still have made good profits 
by any long-time standard. 

“On the other hand, neither price in- 
creases nor tax reductions or carry-back 
credits could create profits for certain in- 
dividual companies which were not able 
to get into full production and, in addi- 
tion, had definite increases in the costs of 
operation resulting from the increase in 
material and labor costs. 

“Nor did the price increases they im- 
posed cover their cost of production on 
the volume they were able to produce.” 

The analysis said it was clear that 
Mr. Murray greatly underestimated the 
amount of price increases necessary to 
offset wage increases when he allowed 
only those increases in cost which arose 
out of the wage increases of the par- 
ticular company which granted them. 

“He ignores entirely,’ the report 
added, “the price increases made neces- 
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sary by wage increases by suppliers. 

“The basic statistics do not support 
Mr. Murray’s contention that the higher 
net corporate profits of 1946 were due 
solely to price increases. 

“While there were many firms which 
made good profits without the benefit of 
tax reductions, it can safely be said that, 
had it not been for the repeal of the ex- 
cess profits tax and the tax credit carry- 
back provision, net corporate profits in 
1946 would have been less than in 
1945.” 

The analysis acknowledged the accu- 
racy of Mr. Murray’s contention that the 
compensation of employees as a whole 
did not increase, while all other group 
recipients of shares of the national in- 
come experienced increases in 1946. 

Taken together, the net income of cor- 
porations and proprietors, including farm- 
ers, and receipts from interest and net 
rents went up from $46,000,000,000 in 
1945 to $55,200,000,000 in 1946, or $8,- 
800,000,000, while the compensation of 
all employees declined from $114,500,- 
000,000 to $109,800,000,000, or $4,700,- 
000,000,000. 

Mr. Murray, the report said, projected 
profit trends into 1947 and suggested that 
profits would be high enough to set aside 
$7,700,000,000 for additional wage dis- 
tribution, keep prices at present levels 
and still leave profits at twice the amount 
of the 1936-39 base. 

On this point the report said: 

“Attention has already been called to 
the investment by business of $32,000,- 
000,000 in 1946. This came from net 
corporate profits, from bank loans, secu- 
rity issues, etc., but all energized and 
made possible because of the level of ex- 
isting profits and the prospects of con- 
tinuing good profits. 

“If $7,700,000,000 were taken from 
corporate net profits, business investment 
would be reduced by at least that much 
and probably by much more. Although 
this is entirely ignored by Mr. Murray, 
we can say with some assurance that when 
business investment expenditures fall off, 
we risk business depression as much as 
when consumer expenditures fall off.” 


ok * * 


Power rotates. The concentration varies. 
Sometimes it is big business, another time 
big labor, another time big intellect, big 
public money, or big government jobs. 
But whenever and wherever it is found, it 
is the task and high privilege of every 
true liberal to oppose it in the interest of 
man’s freedom from the governing idea. 
JOHN W. BRICKER. 


* * * 


In 1807, says a Twentieth Century 
Fund report, the furniture house of Cow- 
perwait and Sons in New York City in- 
troduced the installment buying system in 
this country. 








How To Control Employee Productivity 


In business, executives who are 
plagued with excessive pay-roll costs, 
low productivity, high turnover and 
more than average labor trouble are 
prone to blame external conditions. Yet 
in most cases external conditions merely 
accentuate a bad internal situation. Ex- 
cessive pay-roll costs, high absenteeism, 
low productivity, high turnover and ex- 
cessive employment and training ex- 
penses can invariably be traced to: 

(1) the failure of management to estab- 
lish sound salary and wage budgets or (2) 
the failure of management to divide the 


amount allocated for salary and wage pur- 
poses in some equitable manner. 


And until companies realize this—and 
establish sound methods for determin- 
ing as of a particular given moment 
what salary and wage rates will produce 
the greatest profit—they will continue 
to have excessive costs and low profits. 
A sound method for determining fair 
and equitable rates of pay is an absolute 
must for all organizations both large 
and small. 

Ordinarily the determination of the 
most profitable rates of pay for individ- 
ual employees as of a given moment is 
no easy task. 

Demands from organized labor and 
changes in external conditions, in job 
content and in the ability of applicants 
and employees are continually varying 
the rules under which executives oper- 
ate. Consequently, trying to find the 
most profitable rate of pay for each and 
every individual employee is almost as 
difficult an assignment as that of finding 
the proverbial needle in a hay stack. 

Usually the process by which com- 
panies attempt to obtain temporary an- 
swers to the above problem is called 
employee evaluation. This title, how- 
ever, is not a standard title and fre- 
quently the process is given a wide va- 
ricty of other names. 

In companies that use rate-ranges and 
pay employees different salaries and 
wages according to differences in per- 
formances, seniority or ability the em- 
ployee evaluation process naturally tends 
to dissolve into two parts: 

1. Job evaluation—the process of determin- 
ing as of a given moment the most profitable 
average for each job classification. 

2. Employee rating—the process of determin- 
ing as of a given moment the normal value 


of each employee in relation to others on the 
same or on similar work. 


In companies that do not use rate 


and Turnover 
By Ralph W. Ells 


ranges, but pay all employees on the 
same job classification the same rate re- 
gardless of differences in performances, 
seniority or ability, the second of the 
above—employee rating—is superflu- 
ous. This means that in companies that 
pay single-fixed rates, the problem of 
employee evaluation is in reality merely 
the problem of job evaluation. 

As can be seen by an analysis of the 
above the objective of job evaluation 
varies slightly depending on whether or 
not a company uses rate-ranges. In com- 
panies that pay single-fixed rates the ob- 
jective of job evaluation is to determine 
as of a given moment the most profit- 
able rate for each job classification. In 
concerns that have rate ranges the ob- 
jective of job evaluation is to determine 
the most profitable average for each job 
classification. However the process by 
which these objectives are attained are 
the same in both instances. 


EVALUATION DIFFICULTIES 


Unfortunately not all companies real- 
ize how difficult it is to evaluate jobs 
and to determine the most profitable 
rates or averages as of a particular given 
moment. 

In fact, in many concerns, top man- 
agement ignores this problem com- 
pletely and blithely operates under the 
theory that the lowest salary and wage 
rates and averages are the cheapest. 
Such an attitude on the part of manage- 
ment is of course fallacious. It consid- 
ers direct costs only. It assumes absen- 
teeism, turnover, the number of labor 
disturbances and the efficiency of work- 
ers are constant regardless of the salaries 
and wages received by such workers. It 
overlooks the possibility that a company 
—provided the workers increased their 
efficiency enough to offset the added 
pay-roll expense—could conceivably be 
better off with high wage rates than 
with low wage rates. 


Figures 1 and 1A showing typical 
forecasts of salary and wage expenses 
and profits illustrate the truth of this 
statement. (See charts on page 341.) 

Figures 1 and 1A bring out why, in 
forecasts of annual pay-roll expenses 
and profits, the productivity and the 
mental attitude of the workers must be 
considered as well as wage rates and 
wage averages. In any organization em- 
ployees who are well paid usually work 
as efficiently as they can and they 
seldom resign. Conversely, employees 
who are under paid or who feel that 
they are under paid generally work at 
a speed below their normal productive 
capacity, or they cause labor disturb- 
ances, or they resign individually and 
go clsewhere. Consequently if com- 
panies are to obtain the maximum prof- 
its from their operations, it is almost 
mandatory for them to vary periodically 
their wage averages so that the average 
employee is always paid what he is 
worth—no more, no less. If a company 
pays more than what the average em- 
ployee is worth, the higher rates will 
more than offset the gains in productiv- 
ity and the reductions in indirect ex- 
penses. Likewise if a company pays less 
than what the average employee is 
worth, the decrease in productivity and 
the increase in employment and train- 
ing expenses will more than offset the 
savings obtained by lowering wage aver- 
ages. The primary problem of employee 
evaluation is therefore that of determin- 
ing what salary and wage rates and av- 
erages will temporarily produce the best 
results. 

The experience of Company X pert- 
haps brings out even better than the il- 
lustrations of Figures 1 and 1A why the 
lowest salary and wage rates and aver- 
ages are not necessarily the most profit- 
able. In this company from July 1942 
to June 1944, top management operated 
under the theory that from a profit 








THE “HUMAN” SIDE IS IMPORTANT 


Sound job evaluation and employee-rating programs are important, declares 
Mr. Ells in this paper, which he delivered at a recent meeting of the Kansas City 
Control, but they must not be relied on solely in problems of employee produc- 
tivity and turnover. A well-balanced employee relations program must also 
include the humane elements: vacations, sick leave, hospitalization, insurance, 
overtime policies and healthful working conditions. 


—THE EDITOR 
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Figure 1 


Forecast of salary and wage costs 
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viewpoint it was unwise to give labor 
one cent more than was absolutely 
necessary. Consequently, this company 
entered into all labor negotiations pre- 
pared to grant concessions only if 
forced to do so. In this respect the com- 
pany was most successful and in June 
1944 the average wage rate was only 78 
cents an hour when it could have been 
considerably higher. Unfortunately for 
Company X the productivity of its 
workers only averaged 63 per cent. of 


the efficiency standards set up by indus- 
trial engineers and in addition absentee 
and turnover rates were excessive. As a 
result, despite the low labor cost per 
man hour, the labor cost per unit of out- 
put was the highest in the industry. 

In July 1944, the management of 
Company X decided to change its basic 
policy, to ignore labor cost per man 
hour and to try to control labor cost per 
unit of output. In line with this change 
in basic policy the company voluntarily 
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increased the average pay in all job 
classifications where productivity was 
low and absentee and turnover rates 
were high. In addition, over the next 
few months the company tried to main- 
tain averages in all classifications at 
levels that it felt would produce the 
greatest profit. The results of these ac- 
tions were so startling as to be almost 
unbelievable. Within ten months 
weekly absenteeism dropped from 9 per 
cent. to 3 per cent.; monthly turnover 
from 12 per cent. to 4 per cent.; and the 
productivity of the workers climbed ° 
from 63 per cent. to 112 per cent. of 
efficiency. Consequently, despite a 10 per 
cent. increase in labor cost per man 
hour, the labor cost per unit of output 
dropped over 25 per cent. On an annual 
basis this reduction in labor cost per 
unit of output represented a net savings 
of seven million dollars, computed as 
follows: 
Reduction in costs due to in- 

crease in productivity and 

savings in employment and 

training expenses .... $11,000,000.00 
Less: Increase in pay roll ex- 

penses due to 10 per cent. 

increase im average cost 


per man hour 4,000,000.00 








Net Gain—Due to reduction 
in labor cost per unit of 
output 


$ 7,000,000.00 


It is because of experiences such as 
the above that a number of companies 
have recently established more adequate 
salary and wage programs. Also, many 
executives today are devoting more time 
than ever before to analyzing statistics 
on strikes, labor disturbances, produc- 
tivity, absenteeism, turnover, employ- 
ment and training expenses, trying to 
ascertain the most profitable rates or av- 
erages for their various job classifica- 
tions. Apparently, many executives are 
finally realizing that the lowest salary 
and wage rates or averages are not al- 
ways the most economical and _ that 
profits do not necessarily go down when 
wage rates go up and vice versa. 

If the experience of Company X is 
any criterion then job evaluation should 
be a process whereby management with 
one eye on direct costs and the other eye 
on indirect costs attempts to determine 
the most profitable rate of pay for each 
and every job classification. The reason 
management should be looking in two 
directions at once is because in most 
companies there is an inverse correla- 
tion between direct and indirect pay- 
roll costs—as one goes down the other 
goes up and vice-versa. Consequently, 
a company that holds the line on wage 
rates frequently finds that it failed to 
hold the line on productivity and em- 
ployment and training expenses. 

How true this is is perhaps best illus- 
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trated by the experience of Company C. 
From October 1942 to October 1944 
this company in compliance with stabi- 
lization regulations, maintained wage 
rates and averages at the October 1, 
1942 level. This, however, resulted in a 
considerable increase in total produc- 
tion costs as can be readily seen by the 
following comparison of 1942 and 1944 
statistics :—— 
1942 1944 

Average Wage Rate $.87 perhr. $.87 per hr. 
Average Monthly 


Turnover 3.7% 9.9% 
Productivity per 

man hour—per 

cent. of efficiency 101.2% 71.3% 


In the above case the industrial engi- 
neers of Company C estimated in Octo- 
ber 1944 that the increase in the turn- 
over rate and the decrease in efficiency 
was equivalent to an increase in the av- 
erage wage rate from $.87 to $1.18 an 
hour. 

The above brings out a point too 
often overlooked by both management 
and labor-——namely that wage rates are 
merely part of the over-all problem of 
controlling total expenditures. The fact 
that a company holds the line on wage 
rates, as Company C did, does not neces- 
sarily mean low costs. Far from it. Low 
wage rates are only economical as long 
as they control the indirect pay-roll ex- 
penses. 

The above illustration involving 
Company C is not an isolated case. In 
periods of prosperity in all companies 
employing a 100 or more individuals, 
there is a tendency for the absentee and 
turnover rates to rise and for the pro- 
ductivity of the worker to decline. In 
fact in many large organizations during 
prosperous times turnover mounts and 
productivity declines so rapidly that a 
company quickly reaches a point where 
it is practically impossible to continue 
to operate efficiently. 

This raises the question as to what 
companies can do to control absentee- 
ism, turnover and productivity during 
periods of prosperity. The answer is by 
periodicaly raising salary and wage rates 
and averages. While other factors such 
as improved working conditions, better 
supervision and more adequate counsel- 
ing and training tend to control indirect 
payroll expenses in a tightening labor 
market, they have but little influence, in 
the long run, on the average employee 
unless the average employee is also 
reasonably satisfied with his salary or 
wage. In fact the first and only major 
factor in controlling productivity, ab- 
senteeism and turnover is the salary or 
wage paid to individual employees. No- 
body has yet found a better cure for an 
employee's grievances than $10 or $20 
more in the monthly pay check. Well 
paid employees, in general, tend to for- 
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give management for poor working con- 
ditions and for poor supervision more 
quickly than employees who feel they 
are underpaid. 

In any business venture, an expendi- 
ture that produces a return over and 
above the expense can be justified. If 
spending $100,000 on advertising in- 
creases sales $1,000,000 and profits 
$200,000 a company would be foolish 
not to spend the $100,000. On the other 
hand, the spending of $100 on advertis- 
ing that produces nothing is a waste of 
money. 


RELATIVE VALUES 


The same analogy applies to salaries 
and wages. A man is worth what he can 
earn or what he can save a company. If 
men who demand $1 an hour for their 
services are so much more efficient than 
men at 60 cents an hour that the net 
cost of their services is less, then the 
company should hire them in preference 
to the others. Likewise if a company 
has a choice between a comptroller at 
$20,000 a year who can reduce annual 
operating expenses $100,000 and a 
comptroller at $6,000 a year who cannot 
reduce operating costs at all, then man- 
agement should try to obtain the serv- 
ices of the higher priced individual. Yet 
the average company does not operate 
on this basis. The attitude in too many 
instances is, “Oh, we've never paid 
more than 60 cents an hour for this type 
of work, or we've never paid more than 
$6,000 a year for a comptroller.” 

It is unfortunate but too many exec- 
utives look at the direct cost only when 
establishing salary and wage rates and 
give very little thought to the efficiency 
of the worker, the absentee rate, the 
turnover rate, employment expenses, 
training expenses, and other related 
costs of salary and wage administration. 
Yet in all companies these indirect ex- 
penses run into considerable money and 
must be taken into consideration when 
setting salary and wage rates. 

If a salary and wage administration 
program is to achieve its ultimate goal, 
it must, over a period of years, control 
to a reasonable extent not only direct 
payroll costs but all related expenses as 
well. For this reason, a company might 
well find it advisable to maintain a 
higher average for various job classifica- 
tions at certain times than at others. 
Whenever it is cheaper to give the av- 
erage employee a 5 cents an hour in- 
crease than to look for replacements, 
management would be foolish not to 
grant the increase. Or, if paying on the 
average 5 cents more an hour attracts a 
better type of worker and results in 
lower net costs to the company, manage- 
ment should maintain the higher aver- 





age. On the other hand, if it is cheaper 
to hire replacements than it is to grant 
increases, management would be foolish 
to grant increases. The test in both in- 
stances is which action will result jn 
lower net overall expense to the com. 
pany over a period of years. In all com. 
panies, there should be two breaking 
points for each job classification: 

1. A point above which it is uneconomical 
to raise salary and wage rates and averages 
because it is cheaper to hire replacements 
than to grant increases. 

2. A point below which it is uneconomical 
to allow salary and wage rates and averages 
to drop because it is cheaper to grant in- 
creases than to hire replacements and put up 
with the resulting inefficiency. 


Naturally these breaking points will 
vary considerably from depression to 
prosperity, and a company must con- 
stantly be reviewing a number of appar- 
ently unrelated factors in order to keep 
the company’s over-all expenses within 
reasonable limits. The principal factors 
to be considered are 

1. Direct pay-roll expense. 

2. The productivity of the workers at vari- 
ous rates. 

3. Absenteeism and the inefficiency result- 
ing therefrom. 

4, Turnover and the inefficiency resulting 


therefrom. ; 
5. Employment and training expenses. 


If management is to operate on an 
economical basis, it must analyze reports 
on the above five factors at periodic in- 
tervals. In addition, before making any 
changes in the basic structure, manage- 
ment must consider all factors and the 
rates of pay of all job classifications at 
the same time. From an over-all company 
viewpoint, it is a mistake to maintain a 
high average in one job classification if 
it increases turnover and causes discon- 
tent among employees on other job 
classifications to such an extent that the 
company as a whole is worse off. For 
this reason, a company should never 
change the average pay for one job clas- 
sification without first checking to see 
what effect the new average would have 
on the rest of the organization. 

Unfortunately, not all companies fol- 
low the above rule. There are a number 
of concerns that still operate under the 
old theory of giving grease to the 
squeaking wheel and they overlook the 
possibility that such action may even- 
tually be very costly. How inconsistent 
some concerns are in this respect is pet- 
haps best illustrated by the experience 
of Company B. In this company in 1941 
and again in 1942 the union represent- 
ing hourly employees demanded and 
obtained substantial increases in wage 
rates and averages for all hourly em- 
ployees. In both years the new rates 
were approved and installed without 
corresponding adjustments in wage rates 


(Please turn to page 345) 
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Disposition of Records and 
Control of Forms 


What do you do with your old rec- 
ords? Who has the responsibility for 
their disposition? If you do‘have estab- 
lished company policies, are they in 
writing and by what process are they 
reviewed and kept up to date? What 
kind of files and storage quarters are 
maintained? How can money, space, 
and manpower be saved through a sys- 
tematic, constant review of the immense 
accumulation of papers and documents 
that is a part of the daily result of op- 
erating a business enterprise ? 

Sooner or later, the realization must 
come that a// records of a concern can- 
not be retained indefinitely, and some 
must eventually be destroyed. The pres- 
ent very high cost of storage space, fil- 
ing equipment, labor for maintenance, 
and loss of efficiency in searching for 
important papers crowded in with mas- 
sive accumulations of other obsolete 
data, are factors which should now fo- 
cus the attention of all Controllers to 
the problem, and to its solution in their 
organization. Selective scientific reten- 
tion of records is now an economic 
necessity. 

Many concerns place the responsi- 
bility for the disposition of records 
upon the department managers, who it 
is assumed are more familiar with their 
own records than would others in the 
organization. The heavy burden of re- 
sponsibility thus thrust upon them is 
likely to result in reticence on their part 
to destroy any records what-so-ever, for 
fear that an error in judgment might 
result in serious financial loss to the 
company if vital documents should be 
destroyed that are later needed for pros- 
ecution or defense of a lawsuit or in the 
administration of the business. Hence, 
the problem is approached by them re- 
luctantly and only sporadically, usually 
through necessity. Because of the lack 
of uniformity which might result, often- 
times gaps appear in the records in the 
different departments or at different lo- 
cations which complicates any necessary 
search for important papers, for it is 
never known with a certainty whether 
the missing data has been destroyed or 
still exists somewhere. This can be very 
expensive. 

Since one of the major duties of a 
controller is to supervise the recording 
of all transactions in a business, sup- 
porting such entries as are made by the 
general and detailed records of an ac- 


By F. S. Slick 


counting system, it would appear that 
he is the logical person in corporate or- 
ganization who can solve the old-record 
problem from a company-wide view- 
point. In so doing, he must of necessity 
comply with the requirements of those 
departments in whose jurisdiction cer- 
tain specialized documents belong, and 
should welcome the necessary legal ad- 
vice that will serve to protect him, even 
though such advice might lean toward 
the ‘‘extra-safe’” side and recommend 
the retention of records in many in- 
stances beyond their apparently useful 
life. 

Legal requirements for the retention 
of records are quite varied, and difficult 
in most instances to mterpret as to 
scope. For example, each state has its 
own statute of limitations which speci- 
fies how long suit may be brought after 
a transaction takes place, which varies 
quite widely; where the corporation is 
required by law to act as an agent of the 
Federal or a State Government to col- 
lect sales; use, or excise taxes, there is 
usually a specific requirement in the law 
or its regulations as to the retention of 
records; the Federal Power Commission 
and Inter-State Commerce Commissions 
have their record requirements; the 
Wage-Hour law specifies a four year 
record retention period but there is con- 
siderable doubt as to the wisdom of ad- 
hering to such a short period; and dur- 
ing the war a whole bevy of new gov- 
ernment agencies were created, each 
with their own record keeping require- 
ments. 


COMMITTEE FUNCTION 


In order to operate on a broad basis 
and be clothed with the proper au- 
thority, it is recommended that a Record 
Disposition Committee be established 


by official action of the Board of Direc- 
tors. Its size can be governed by the 
necessary representation to effect com- 
pany-wide coverage of the various de- 
partments, and certainly, if final ap- 
proval of committee recommendations 
is vested in the controller, a member of 
his staff should be included and could 
best serve as chairman. Legal represen- 
tation is also a necessity. The duties and 
responsibilities of this committee should 
embrace the following: 


1. Determine the extent of present records, 
where they are filed, and in what manner. 

2. Recommend future policy as to the loca- 
tion and method of filing all records of the 
company. 

3. Investigate each type of record which 
goes to storage, and in cooperation with the 
department manager involved, recommend in 
writing its disposition, considering future ref- 
erence needs, the following being typical: 

A. Supports payments made to others. 

B. Supports claims against others. 

C. Supports title to property. 

D. Provides data for outside audit. 

E. Provides data for regulatory commissions. 
F. Provides protection from future tax claims. 
G. Provides source of operating statistics. 
H. Provides data on existing contracts. 

Each type of record should be eventually 
placed in one of these catagories: 

(a) Keep permanently. 

(b) Keep for a specified period of time and 
then destroy. At this date, a review is 
made by the committee before destruc- 
tion is authorized. 

(c) Keep for a specified period of time and 
then microfilm. 

4. Originate a manual which continually re- 
cords for the benefit of all parties concerned 
the disposition policies as they are approved as 
to each type of record. 

5. Recommend appointment of a representa- 
tive of the committee to act as custodian or 
perform other duties as required at each loca- 
tion where records are stored either tempo- 
rarily or permanently. 


Obviously, such a comprehensive pro- 
gram as has been outlined does not gain 
momentum instantaneously. The mem- 





ETERNAL VIGILANCE IS NEEDED 


With overhead costs at breath-taking levels, and with a trend toward more 
and costlier overhead, it behooves controllers to re-study the problems of the 
mountains of records and forms which every business operation is bound to de- 
velop. Mr. Slick’s recommendation is two-fold: a committee with authority to re- 
view and retain or discard old records, a forms analyst to control existing and 
proposed new forms. This article is based on a discussion, led by the author, at 
a recent meeting of the Toledo Control. It has dollar-savings potentialities for 


controllers. 





—THE EDITOR 
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bers of the Record Disposition Commit- 
tee are busy men, concerned first of all 
with the pressing duties which consti- 
tute their prime responsibility, and thus 
cannot spend all their time on record 
retention or destruction problems. How- 
ever, regular sessions of the committee 
over a period of time will result in ac- 
cumulative policies, each one of which 
bears continuous fruit, for the disposi- 
tion of only one form of a voluminous 
nature may result in substantial savings 
in space, equipment, and handling costs. 

In performing their duties and re- 
sponsibilities the committee policies 
may be varied from time to time to meet 
changing conditions. For example, it 
may be decided that certain vital docu- 
ments scattered in several locations, 
should be centralized for permanent 
and safe storage due to lack of proper 
facilities at the scattered points. A 
change in conditions could influence 
this policy. However, if centralization 
takes place, the committee should con- 
sider and specify the filing procedure at 
the various locations so that the mate- 
rial will come to the storage in a uni- 
form manner without the necessity of 
expensive rehandling or re-sorting. 

As to microfilming, it is of the pana- 
cea for the old-record ills that we are 
sometimes led to believe. Even with 
present high construction costs, investi- 
gation by the committee would prob- 
ably result in the conclusion that for the 
time being, microfilming of all records 
prior to destruction would be prohibi- 
tive as to cost. Further elements that are 
disadvantageous are the cost of repro- 
duction of prints where evidence has to 
be presented, and the inconvenience of 
reviewing negatives where the material 
has been filmed prior to the time when 
it ceases to be used as reference. How- 
ever, it is believed that selective micro- 
filming determined by the type of rec- 
ord, and by the absence of current ref- 
erence needs, has a place in the pro- 
gram. 

To those firms which have an instal- 
lation of International Business Ma- 
chines, it would be advantageous for 
the committee to investigate the possi- 
bility of producing a Records Disposi- 
tion Manual on such equipment. Mul- 
tiple usage of the punched cards over a 
period of years can definitely be accom- 
plished with the manuals currently be- 
ing kept up to date at low cost as the 
committee functions and new policies 
are established. 

It is not enough to establish a scientific 
program for the retention of records. A 
rigidly controlled archives department is 
necessary wherever records are maintained 
in storage, so that filing is systematically 
done, and vital records are not withdrawn 
from storage hap-hazardly or without the 
proper record being made to insure return 
and accurate replacement in the files. It is 
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expensive to retain records that have no 
value. It is more expensive to retain records 
that have value and then be unable to lo- 
cate them when needed. 


CONTROL OF FoRMS 


An adequate, systematic procedure 
for the retention or destruction of rec- 
ords cannot be complete unless some 
control is also exercised over the nu- 
merous forms the organization has in 
use, for they all become a part of the 
records and must be considered by the 
Record Disposition Committee. Hence, 
control at the source is considered to be 


very important in the interest of co. 
ordination. Then, of course, there js 
the other impelling need for reducing 
form costs in the first instance, for jt 
can safely be said that the majority of 
corporations have too many forms, and 
they are very expensive. History repeats 
itself time and again with the spectacle 
of many forms, designed for a specific 
purpose, being continued in use long 
after the specific need for them has van- 
ished. What organization does not have 
in its midst one or more form fiends 
who delight in conjuring a form for 
every little purpose, usually poorly de- 
signed, and sometimes expensively pro- 


Yes.» ‘No 
1. Does the form duplicate existing standard forms you use? Cy 
2. Can an existing form be adapted for the same purpose? ¢-) “33 
3. Is the use of the form justified; i.e., will it get work done more quickly, more 
accurately, and more economically ? (x)" "64 
4. Can this form be consolidated with other forms? () @& 
5. Can some other form be eliminated ? (x 
6. Have actual users of the form, through all phases of its flow, been consulted 
for suggested improvements, additional requirements, and possible elimina- 
tions? (x): 
7. Has everyone responsible for policy and procedure involved approved the form? (x) ( ) 
8. Will the wording of the text be understood by all users? éx):, 6) 
9. Is all recurring information printed so that only variable items are to be en- 
tered? (x). 3 
10. If serial numbering will aid in identification, has space been provided for 
numbering ? (x)? 563) 
11. Is the necessity for a letter of transmittal eliminated ? ix) 
12. If the form is to be mailed, and a window envelope is to be used, has the form 
been designed so that only the address box will be visible? (x): 9 
13. If routing, handling, or other instructions can be printed on the form, is it so 
designed ? (x)i5 <) 
14. If a written procedure for the use of the form is necessary for efficiency in its 
use, has it been written? (s)- 63) 
15. If copies of the form are required, is the number of copies justified? és): “"@) 
ARRANGEMENT 
16. Does the form, by title and arrangement, clearly indicate its purpose? (x). (@) 
17. Has the form been tested to ascertain if the spacing is adequate for entries by 
hand, typewriter, or office machine for which it is designed? (x) 
18. If the form is to be typed, are items arranged horizontally when possible, for 
speed in accomplishment ? (x) Sty 
19. Are the more important items prominently placed near the top, if practicable? (x) 09) 
20. Are there items of major importance necessary for sorting and reference, and if 
so, have they been placed near the upper right-hand corner? (x), eo 
21. If the check system can be used to provide information or definite answers, has 
it been used ? (x) 44 
22. Is the form designed to take data from, or pass data to, another form, and if so, 
do both forms have the same sequence of items so that quick and accurate trans- 
fer of data can be effected ? (x). 3 
23. If the form is to be sent from one person to another, are proper spaces for 
“TO” and “FROM” provided? (x). (3 
24. Is there proper space for date, signature, and form number? (x). 0a 
25. Have adequate margins been provided for binding, filing, and. office machine 
limitations ? (xz) “43 
SPECIFICATIONS 
26. Is the method of reproduction proposed the most practicable? (x) 3 
27. Is the proposed size right for inserting in file folders or binders, as well as in 
office machines ? (x) () 
28. Is the quality and weight of the paper proposed appropriate for the number of 
carbon copies to be made, the handling of the form, and its permanency ? (x) ee, 
29. If colored paper is proposed, is it necessary in order to expedite handling of 
the form? (x) 39 
30. If the form is to be reproduced after entries are made, are the paper and ink 
used both for printing and for entries suitable for the method of reproduction 
desired ? (x) 
31. If the form requires one or more copies, can all copies be printed from the _ ee 
(x 
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same type or plate, without change? 








duce 
beco 
the : 
sand 
amp 
dep 
by t 
ings 
duct 
of st 
A 
a tr? 
the | 
ber | 
tee. 
a Sat 
plice 
by t 
expl 
duti 
lowi 


1 € 
(4, 
tions 

(b 
comp 
SOUrC 

(¢, 
made 
A sa 
Busin 
duce 
the p 

v3 
for 7 
views 
the a 


Re 
shou 
one 
with 
for | 
act, 
char 

Tl 
been 
the | 
and 
of u 
of a 
devo 
ever, 
mide 
tion 
effor 


prov 
nom 





aried 
able, 
two ] 
ets; 

the | 
ploy 
turn 
per 


per 





 CO- 
€ is 
cing 
dt it 
y of 
and 
eats 
tacle 
cific 
long 
van- 
have 
ends 
for 
de. 
pro- 


No 
(x) 
(x) 


Fe 
—— 





duced? In the larger organizations it 
becomes a matter of concern to witness 
the stocking and usage of several thou- 
sand different forms, with many ex- 
amples of similar ones used in different 
departments which could be combined 
by rearrangement, and substantial sav- 
ings affected by volume buying or pro- 
duction of them, as well as in the cost 
of stocking and handling them. 

Accordingly, some corporations have 
a trained forms analyst as a member of 
the controllers staff, who also is a mem- 
ber of the Record Disposition Commit- 
tee. He secures and currently maintains 
a sample of all printed, multilithed, du- 
plicated or multigraphed forms in use 
by the organization, together with an 
explanation of the use of each one. His 
duties should embrace at least the fol- 
lowing: 

1. Examine all existing forms to determine: 

(a) If any can be eliminated or combina- 
tions made. 

(b) If any can be produced economically by 
company equipment instead of through outside 
sources. 

(c) If improvements or changes can be 
made in form design and usage to reduce costs. 
A sample form design check list (American 
Business March, 1945—'"Form Control to Re- 
duce Costs” by Robert K. Stone) is shown on 
the preceding page. 

2. All proposed new forms (excepting those 
for mimeographing or ditto) should be re- 
viewed by him in the same way as outlined in 
the above paragraph. 


Recommendations made by him 
should be submitted to the controller or 
one of his assistants for final review 
with the departments or offices involved, 
for his title should carry no authority to 
act, being analytical and advisory in 
character. 

These are matters which have largely 
been neglected by controllers during 
the past few years of war-time activity 
and reconversion, because of the press 
of urgent matters resulting in the lack 
of available time of most executives to 
devote much attention to them. How- 
ever, overhead costs have now pyra- 
mided to the extent that each organiza- 
tion can afford to spend the time in an 
effort to cut corners, and experience has 
proven to many that the effort is eco- 
nomically worth-while. 





EMPLOYEE TURNOVER 
(Continued from page 342) | 











and averages of foremen and other sal- 
atied employees. The result was inevit- 
able. Within two years the company had 
two unions among its white collar work- 
ets; One representing the foremen and 
the other the rest of the salaried em- 
ployees. In addition during this period 
turnover jumped from 2 per cent. to 6 
per cent. a month, absenteeism from 3 
per cent. to 10 per cent. and efficiency 
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of operations declined over 25 per cent. 

Business is not altruistic. The objec- 
tive in most cases is profit. And if a 
company is to operate on an economical 
basis, management must be frank with 
itself and admit why it raises salary and 
wage rates and averages—namely be- 
cause it is cheaper to do so than not to 
do so. If granting salary and wage ad- 
justments increases efficiency; prevents 
strikes and other disturbances; lowers 
turnover and absentee rates; and de- 
creases employment and training costs 
to such an extent that the company is 
better off, then management must ap- 
prove spending whatever is necessary. 
If on the other hand there is an insufh- 
cient quid pro quo to offset the added 
pay-roll expense, then management 
would be foolish to pass out the com- 
pany’s money. The test in all cases is 
what a company gets in return. 

In this respect it should be remem- 
bered that when employees are dissatis- 
fied with their salaries and wages, some 
resign, others deliberately restrict out- 
put, while still others merely sulk and 
loaf on the job. Such actions naturally 
tend to increase costs. It therefore be- 
hoves a company to try to control such 
items. Generally it can be done simply 
by correlating wage rates with turnover 
and productivity. To illustrate an analy- 
sis of costs in Company A showed that 
over a five year period from 1936 to 
1941 there was considerable correlation 
between turnover, absenteeism, effi- 
ciency and wage rates and averages. As 
a result of this analysis this company de- 
cided to attempt to stabilize turnover at 
2 per cent. a month and to control ab- 
senteeism and efficiency by granting ad- 
justments and raising salary and wage 
rates and averages whenever indirect 
costs tended to get out of line. During 
1942 and 1943 this company controlled 
turnover and productivity by maintain- 
ing an average salary rate of approxi- 
mately $151.00. During 1944 and 1945 
this company controlled turnover and 
productivity by maintaining an average 
salary rate of $158.00. In other words 
this company discovered that in order 
to keep employees working efficiently 
and on the pay-roll in 1944 and 1945 
that it had to maintain average salaries 
on a level approximately 414 per cent. 
above the average of 1942. 

Many individuals picture capital, man- 
agement and labor as being on opposite 
sides and striving for different goals. 
This viewpoint is wrong. Statistics show 
that both labor’s and capital’s share of 
the customer’s dollar remain almost con- 
stant from one business cycle to the 
next. Of the total value added by man- 
ufacturing, labor, over a period of years, 
receives an almost constant per cent. of 
the total and so does capital. This means 
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that neither can permanently gain at 
the expense of the other. If one is to 
succeed, the other must succeed also. In 
other words, it’s a three-legged race 
with capital having one leg tied to labor 
and labor with one leg tied to capital. 
And until both capital and labor realize 
this, there will be no appreciable ad- 
vance by the other one. 


UNION COOPERATION 


Fortunately there is a growing real- 
ization of the truth of the above state- 
ments. Today, in many widely scattered 
communities, there are a number of 
companies where unions are cooperat- 
ing 100 per cent. with management. 
However, few if any of these companies 
are finding the determination of the 
most profitable salary and wage rates 
and averages a simple problem. Instead 
most concerns are discovering that even 
where managements are unhampered by 
unions the setting of wage rates and av- 
erages is no easy task. In addition com- 
panies are finding that whenever they 
have rate-ranges the determination of 
the most profitable averages is not 
enough. They still have to divide the 
amount allocated for salary and wage 
purposes so that the majority of the em- 
ployees believe the distribution to be 
fair and equitable. This is neecssary be- 
cause employees are human beings who 
resent discrimination and favoritism and 
who become upset and work less effi- 
ciently whenever they feel they have not 
been fairly treated. Consequently, even 
though averages have been fairly set, 
unless a company distributes the amount 
allocated for salaries and wages in some 
equitable manner, it cannot control the 
productivity of its workers. Or, what is 
perhaps worse, it cannot control absen- 
teeism, turnover, labor disturbances or 
employment and training expenses. 

In most companies a sound job evalu- 
ation process and a sound employee rat- 
ing plan are the two items needed above 
all others for the successful control of 
direct and indirect pay-roll expenses. 
However, it should be remembered that 
while these are basic factors they are not 
“cure-alls.” A well balanced employee 
relations program today must take into 
consideration not only wage rates but 
also such humane elements as vacations, 
sick leave, hospitalization, insurance, 
overtime policies and working condi- 
tions. Otherwise even though wage 
rates have been fairly determined, indi- 
rect costs may become excessive with 
unfavorable results on profits. 

* a ** 


In 1929 the sales tax was in use in only 
two states. At the end of 1936, it was in 
use in 22 states and two large cities. 








In considering the subject of this pa- 
per at the outset, the word “internal” 
seemed to cause me the most concern 
and I finally concluded that my presen- 
tation should be built around the inter- 
pretation of this word. Internally, the 
composition of any department is that 
pulsating network of organized groups 
which accomplish its work. 

In organization studies, there are three 
major considerations: Form or arrange- 
ment is the first, that is, how work and 
duties are subdivided and coordinated 
under supervision; the second has to 
do with the leadership, or the spark- 
plugs of the organization; and the third 
has to do with placement, or the selec- 
tion of the right people for the right 
job. How smoothly these things are 
combined determines the degree of suc- 
cess of a department as a whole. A job 
well done is the best form of salesman- 
ship and may decide, in the final analy- 
sis, the overall scope of any given con- 
troller’s responsibility. 

Internal organization studies have ac- 
complished much towards an under- 
standing of the controllership function. 
However, our Institute’s research indi- 
cates that there are very substantial dif- 
ferences in existing controllers’ organi- 
zations. Thus, it appears from the Edu- 
cation Committee’s Bulletin IV! that 
out of 30 companies reporting, less than 
half claimed the functions of: 

4. Auditing 
5. Taxes 
6. Payroll 


1. Accounting 
2. Statistics 
3. Office Management 
7. Budgets 


In fact, only the first 4, that is Account- 
ing, Statistics, Office Management, and 
Auditing were shown by name in 10 or 
more of the responses. Even Account- 
ing, which is perhaps the cornerstone of 
controllership, was shown only by half 
of those reporting. 

It seemed to me that it might be help- 
ful to discuss what influences brought 
about such wide variations. First, how- 
ever, I must adopt a common approach 
in order that we may understand each 
other. For this purpose, I have prepared 
an illustrative organization chart which 
is reproduced with this article. 


’ 


1“The Organization of .the Controller’s Office’ 
(Bulletin IV). Published by Controllers Institute 
of America. $1.50. 


Internal Organization of a 
Controller's Department 


By B.S. Rodey, Jr. 


A review of a number of controller’s 
organization charts indicates that in a 
few instances, even the treasurer and 
the secretary report to a controller. In 
some instances, the controller is also 
vested with the responsibilities for all 
financial and accounting matters. How- 
ever, in the illustrative chart which I 
shall use here, and which, incidentally 
is not closely patterned after my own 
company, I have evolved a chart from 
what appears to be the prevailing prac- 
tice in large industrial companies. It is, 
therefore, realistic. 


ORGANIZATION CHART 


This chart shows the controller’s De- 
partment of a hypothetical General In- 
dustries Corporation, as one of three re- 
lated departments reporting to a vice 
president. The three departments shown 
are Treasury Department, Controller’s 
Department, and Tax Department. Con- 
sidering, therefore, the existence of 
these three departments, the internal 
composition of a Controller's Depart- 
ment would probably contain the fol- 
lowing basic organization units. The 
term basic organization units is used to 
describe the minimum function or sub- 
division that would be shown on a de- 
partmental organization diagram. These 
units may be combined and grouped in 
accordance with numerous patterns. 
There are perhaps as many possible ar- 
rangements as the opening strategy 
moves on a chess board. There are six- 
teen basic units shown on the chart. 
They include: 


1. General Books & Ledgers 
2. Statements & Reports 

3. Disbursements 

4. Bookkeeping & Billing 


i) 


. Customers’ Service & Deposit Rec- 
ords 

6. Contracts & Orders 

7. Auditing 

8. Methods & Research 

9. Budget & Forecast 

10. Operating & Financial Statistics 

11. Machine Tabulating & Compiling 

12. Employees’ Earnings & Labor Dis. 

tribution 

13. Payroll Statistics & Tax Records 

14. Cost Accounting 

15. Inventory Control 

16. Construction Accounting & Prop. 

erty Records 


How can these units be arranged or 
combined under executive supervision 
for the most effective results? In the 
chart, the primary division of our hypo- 
thetical company organization is called 
a department. The next lower division 
is called a bureau; the next, a division: 
and the last, a section. 

Thus, in our illustrative organization, 
the controller divides his work among 
six bureaus, each headed by a manager. 
The authority over these bureaus in turn 
is delegated to four leading subordinate 
officials, two with the title of assistant 
controller, one with the title of auditor, 
and one with the title of statistician. For 
purposes of simplicity, the function of 
the section is not illustrated on the 
chart. Sections in organizations are used 
where the volume or character of the 
work requires additional breakdown. 

The scope of the various bureau com- 
binations on the chart can be described 
briefly as follows: 


General Accounting Bureau 

Following custom, general accounting 
usually includes subsidiary operating 
ledgers. The notable exceptions are cus- 
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ber of variations existing today. 


ganizing their departments. 





A PATTERN FOR CONTROLLERSHIP 


Basing his observations on a recent study by The Controllers Institute, Mr. 
Rodey finds that “there is a definite pattern that can be evolved of what might 
reasonably be the scope of a Controller's Department even with the great num- 
| The illustrative chart accompanying the ar- 
| ticle, which was prepared for delivery before the May meeting of the New York 
City Control, should hold particular interest for controllers woh may be reor- 
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tomers’ accounts, inventory control, and 
cost accounting records which become 
separate bureaus in their own right, in 
large companies, because of volume and 
their special characteristics. We have 
therefore confined general accounting 
in our illustration to three divisions; a 
General Books & Ledgers Division, a 
Statements & Reports Division, and a 
Disbursements Division. The control- 
ler’s disbursement function which may 
also constitute a separate bureau in large 
organizations is a valuable factor in the 
internal check system. In our illustrative 
organization, all vouchers for payment 
would be compiled in the Disburse- 
ments Division. 


Customers’ Accounting Bureau 

The volume of work in customers’ ac- 
counting may range, depending on the 
character and size of the corporation, 
from a few customers to several million 
customers. Where there is tremendous 
volume, there are many added organiza- 
tion problems and there are almost sure 
to be various types of business machines 
in use. The organization pattern for this 
work will, therefore, follow the volume 
and extent of machine use. 


Audits and Methods Bureau 


The present trend is to confine an au- 
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diting organization to a “Simon pure” 
auditing function. Formerly an auditor 
might have been a chief accounting or 
disbursement officer. The title might 
have in fact been applied to almost any 
scope of accounting activity. Today, 
more and more this title is confined to a 
small but efficient auditing organization 
which does nothing else but check the 
work of other operating departments 
and accounting divisions; and their 
work complements the work of profes- 
sional auditors. A possible combination 
with auditing under appropriate leader- 
ship is the methods and procedures work 
of the controller. Thus, one division of 
the bureau would discover the ills while 
the other division would work out and 
recommend the cure. 


Budget & Statistics Bureau 

Budgets and statistics are both impor- 
tant functions in most organizations. 
Other things being equal, it appears de- 
sirable that these functions be coordi- 
nated under common supervision. First, 
the Budget Division of the Bureau, hav- 
ing closely available all the facts procur- 
able from the accounting and statistical 
records, is in a better position to aid in 
the compilation of departmental budg- 
ets, and in the preparation of long term 
forecasts. Second, both budget and sta- 
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tistical work require somewhat the same 
kind of training and experience. 


Payroll Bureau 

The separate establishment of a Pay- 
roll Bureau away from general account- 
ing was a matter of early development 
in large companies and is in line with 
modern trends in other fields of ac- 
counting specialization. Because of the 
steadily increasing problems and work 
involved in social security, union rela- 
tions and other personnel matters, it is 
almost certain that every large organiza- 
tion will establish this work as a major 
accounting function. In fact, many large 
companies now have separate Payroll 
Departments. 


Cost and Inventory Bureau 


The work to be done in a Cost and 
Inventory Bureau will vary greatly with 
particular kinds and types of corpora- 
tions. Utilities, for example, with plant 
assets aggregating five or six times their 
annual gross revenues must have sub- 
stantial organizations to maintain con- 
tinuing fixed property records. On the 
other hand, manufacturing concerns re- 
quire more concentration on the cost 
analysis required as an aid in pricing 
their products; also on the control and 
follow-up of their inventories of raw 


THE GENERAL INDUSTRIES CORPORATION 
CONTROLLER'S DEPARTMENT 
(A HYPOTHETICAL ORGANIZATION FOR 
ILLUSTRATIVE PURPOSES. 
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materials. However, cost work is a par- 
ticular “breed” of activity that requires 
specialized training. The organization 
set-up here, in large corporations, usu- 
ally requires technical abilities along 
with accounting experience. 


INFLUENCES IN DETERMINING 
ORGANIZATION 


Thus, I have sketchily described a 
possible controller's top organization 
set-up and have given you some of the 
reasons back of it. Now, let us analyze 
some of the general influences which 
either consciously or sub-consciously en- 
ter into determining the internal organi- 
zation pattern. 

The first and perhaps the most im- 
portant influence is the number and 
character of the functions and responsi- 
bilities which are assigned to the Con- 
troller’s Department by top manage- 
ment. 

A second important influence is the 
experience, personality, and character of 
available leadership to be delegated 
with supervisory authority and respon- 
sibility. It is well known that certain in- 
dividuals are gifted with the capacity 
for more leadership and for carrying 
more responsibilities than others. The 
organization cloth, therefore, must be 
cut and combined to fit the capacities of 
the talent available. 

There is controversy as to whether 
the form of organization should first be 
set and then appropriate leadership 
found, or whether the organization 
should be adapted to available talent. In 
this controversy, the weight of opinion 
favors adapting the organization to fit 
the availability of leadership, at least so 
far as that may be practical. 

A third influence has to do with ac- 
commodating the organization to meth- 
ods which are used in carrying out the 
duties which have been assigned. The 
most important of this variety of influ- 
ences is the extent to which mechanical 
devices are used. The use of machine ac- 
counting, for example, would quite 
naturally have an important bearing on 
the character of the internal organiza- 
tion. The use of business machines may 
not be economical unless a number of 
accounting functions can be combined 
in obtaining an adequate load factor. 
The result of such an influence tends to 
bring together sub-organizational units 
or functions that historically may have 
been segregated and separately super- 
vised. 

A fourth influence has to do with tra- 
dition. Custom has a substantial part in 
influencing organization; although we 
might well agree that at times this in- 
fluence is too strong for the good of 


progress. 
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A study of your own organization 
would no doubt bring out other cate- 
gories of influences that have a bearing 
on a particular controller's internal or- 
ganization. Size of company has a very 
substantial influence. In very small com- 
panies, Bureaus and Divisions would 
fold together like an accordion. It is 
surprising however, how in detail, a 
general pattern still holds. Also, there 
are the so-called political influences of 
friendship, relationship, long associa- 
tion and so forth which, without doubt, 
still exist as factors in most organiza- 
tions. 

Now as to a few conclusions. There 
is a definite pattern that can be evolved 
of what might reasonably be the scope 
of a Controller’s Department even with 
the great number of variations existing 
today. Such a pattern is probably not 
too far removed from the illustrative 
chart used here. 


Study of the influences and reasons 
for differences in organization can pro. 
vide a new tool for progressive manage. 
ment. Possible improvements in inter. 
nal organization are not alone con. 
cerned with uniformity. Rather, they 
may be concerned with the benefits of 
periodic change through better combj- 
nations and a better understanding of 
the function of leadership and supervi- 
sion. 

Internal organization needs periodic 
change as a stimulus to interest and 
greater effort. Failure to know the meth- 
ods of humane gear-shifting means stag- 
nation. Let us learn from studying com. 
paratively what the other fellow is doing. 
Let us study also what we might do if full 
authority were possible. 

And last but not least, let us not un- 
derestimate nor belittle the controller's 
responsibility for knowledge of organi- 
zation principles and their application. 


Replacement Basis Is Urged for 
Depreciation Tax Deductions 


A proposal for putting corporation tax 
depreciation deductions on a ‘‘purchasing 
power” basis, by enlarging deductions to 
take into account a 50 per cent. price 
rise in capital goods since 1939, was ac- 
companied by the warning that business 
is depreciating its capital at $1,500,000,- 
000 yearly below replacement costs. Aside 
from the plan for purchasing power de- 
preciation, an adjustment of the cost basis 
for industry was said to be urgently 
needed to avoid the overstatement of 
profits, and-to guide managerial policy 
in the distribution of dividend payments. 

The Machinery and Allied Products 
Institute issued the special report on de- 
preciation policy and the postwar price 
level, prepared under the direction of 
George Terborgh. The report follows out 
more specifically and develops proposals 
from Mr. Terborgh’s earlier report in 
which it was claimed that the net worth 
of all corporations would be raised nearly 
one-third if present book values of fixed 
assets were readjusted to the current dol- 
lar basis. 

Adverse labor and public relations re- 
sult from an overstatement of profits, in 
terms of net worth, the study notes. “The 
overstatement of profits inherent in orig- 
inal cost depreciation at the present time 
not only gives the impression to the pub- 
lic, including employees, that the enter- 
prise is making more than it really is; it 
is likely to lead to dividend payments that 
would not occur if the true facts were 
recognized.” In addition, understatement 
of costs may lead to the underpricing of 
products, it is said. 

It is for these reasons that the report 
makes a strong point of the need for busi- 








ness to adjust depreciation, for account- 
ing purposes, irrespective of what is done 
about tax deductions. That the virtues 
of special tax depreciation may be “‘de- 
batable” is conceded. It is, for instance, 
noted that provision for “purchasing 
power’ depreciation would single out 
depreciation for very special treatment, 
since tax laws obviously do not take into 
account purchasing power or real income 
generally. Also, hiked-up depreciation to 
take account of price rises might be con- 
sidered as requiring that depreciation al- 
lowance be jacked down when prices 
drop. Also, tax savings realized from in- 
creased depreciation might be used as a 
justification for taxing corporations more 
as a group, to offset Government revenue 
losses on depreciation. 

Despite these doubtful aspects, the in- 
stitute study concludes the tax-proposal 
deserves the most careful consideration. 
Certainly, on questions of principle alone, 
the study argues, an adjustment of de- 
preciation deductions to compensate for 
the shrunken postwar dollar appears a 
matter of simple justice, once it is recog- 
nized that capital is fully recovered only 
when the recovery is equal to original 
investment in terms of purchasing power. 

Broader economic considerations were 
also said to argue for special tax treat- 
ment: “If we are right in the belief that 
we are chronically undermechanized in 
this country by comparison with what 
current technology can provide and sound 
economy justify, the provision of in- 
creased funds for reinvestment through 
an adequate tax recovery of past invest- 
ment should give a salutary stimulus to the 
advancement of national productivity.” 
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By Dudley E. Browne 


“New Horizons for Controllership” keynoted the Sixth An- 
qual Pacific Coast Conference of Controllers, sponsored by the 
Los Angeles Control of the Controllers Institute of America, on 
May 17, 1947, at the Biltmore Hotel in Los Angeles. About 130 
controllers and invited guests from Seattle, Washington ; Port- 
land, Oregon; San Francisco and Los Angeles were in attend- 
ance. 

The Conference opened on Saturday morning with a message 
of welcome by Edwin E. Balling, Jr., controller of the Latch- 
ford-Marble Glass Co., who was chairman of the Conference 
Committee. 

An entirely new idea, as far as Pacific Coast Conferences are 
concerned, was tried successfully this year in having fewer tech- 
nical sessions; allowing one to each Coast Control but devoting 
more time to each of the three sessions. This gave each Control 
an opportunity to select one outstanding speaker and one out- 
standing topic to which to devote its full time. 

The San Francisco Control chose as its topic ‘Controlling La- 
bor Costs Through Personnel Budgeting” and this timely topic 
was very ably discussed by Mr. F. D. Wallace, President of F. D. 
Wallace & Associates, Inc., industrial engineers. Mr. Wallace 
told his listeners that “There has never been a more opportune 
moment in recent business history to talk about the problems of 
operating costs, particularly the number-one item in most com- 
panies’ budgets: labor cost.” 

He further stated that ‘During any period of business con- 
traction, expansion or change, the myriad little dislocations in 
organization and staffing make it extremely difficult to improve 
the efficiency of the labor force.” In order to control labor costs, 
Mr. Wallace advocates that ‘personnel budgeting be used by the 
controller as a means of measuring the volume of work to be ac- 
complished and of eliminating unnecessary or idle operations, 
and of determining and allocating a work force or staff—for 
both direct and indirect labor operations—sufficient to handle 
that volume of work.” 

Mr. Lloyd R. Boling, of the Oliver United Filters, Inc. and 
treasurer of the San Francisco Control, presided as Chairman at 
this session. 


UNIONIZATION OF CONTROLLER'S DEPARTMENT 


The Second Technical Session was sponsored by the Seattle 
Control with Mr. Ralph B. Bush of the American Mail Line, 
Ltd., Seattle, as chairman, and Mr. J. H. Clawson, of the Puget 
Sound Power & Light Company, and president of the Seattle 
Control, as speaker. Mr. Clawson’s subject was ““An Approach to 
Training and Promotion Problems in the Controller's Depart- 
ment under Unionized Conditions.” This was of special interest 
to controllers on the Pacific Coast since unionization of office 
employees has been one of the recent new developments for this 
fegion and is taking such hold that no controller may feel that 
his organization will be excluded from unionization of the office 
personnel within the near future. 

Mr. Clawson, who has had much experience with operating a 
Controller’ s Department under unionized conditions, outlined 
avery comprehensive program to be followed when and if com- 
panies find that their office employees have elected unionization. 
He pointed out many of the pitfalls which can be avoided in 
Pfeparing a contract between office employees and company. 

The Los Angeles Control closed the technical sessions with a 
talk by Dwight A. Moore, of the Los Angeles Tutf Club, Inc., 
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and vice president of the Los Angeles Control, whose subject 
was “The Changing Tide.” Mr. Moore was introduced by Mr. 
Willard D. Morgan of The Garrett Corporation, and director of 
the Los Angeles Control. 

Mr. Moore traced the development of the controller during 
the Twenties and through the Thirties, which resulted from such 
circumstances as government laws and regulations; such as Social 
Security, Unemployment Insurance, Securities and Exchange 
Laws and the complications of intricate income tax laws. 

“During these periods the job of the controller increased in 
importance, he began to take his rightful place with top manage- 
ment,” said Mr. Moore. 

In keeping with the theme of the conference, Mr. Moore then 
started with the controller in his present day circumstances and 
forecast some new circumstances which would carry the control- 
ler and his position even to greater heights. He quoted Paul G. 
Hoffman, of the Studebaker Corporation, who stated that ‘“Busi- 
ness must serve the public better,” and that in this he felt the con- 
troller would play a great part in helping business serve better in 
presenting reports to the public which they would accept and 
trust. Mr. Moore covered the Controllership Foundation survey 
which tended to show distrust in the reports of business. 

‘Perhaps the biggest field opening on the horizon for the 
controller,’ according to Mr. Moore, “is that of forecasting busi- 
ness conditions in order that management may use them as a 
guide in their policies; such as, inventory, price, investment and 
so forth.” He recommended that controllers study and keep 
themselves informed on the various sciences concerned with busi- 
ness forecasting. 

The Conference Luncheon Address was given by Dr. Paul J. 
Raver, Administrator of Bonneville Power Administration of Ore- 
gon. He was introduced by Mr. R. H. Spear, of Gunderson Bros. 
Engineering Corp. and vice-president of the Portland Control. 
Dr. Raver spoke on the subject ‘‘Federal Resources Development 
as Basis for Increased Income to the Federal Government.” He 
outlined many of the accomplishments of the various power de- 
velopments of the federal government and what it is doing 
toward rural electrification and irrigation. 

The Conference closed with a dinner meeting at which the 
President of the Los Angeles Control, Dudley E. Browne of 
Lockheed Aircraft Corporation, presided. Mr. Browne intro- 
duced National Vice President Homer E. Ludwick, of the Fire- 
stone Tire and Rubber Company, and the Assistant Secretary 
from the National Office, Mr. Charles C. Hull. The speaker of 
the evening, Dr. Hubert Herring, faculty member of Pomona 
College, author and authority on Latin America, founder and di- 
rector of the Committee on Cultural Relations with Latin 
America, talked on the subject of “Trade Relations with Latin 
America.” His speech gave a very encouraging view into the 
horizon of the controllers and their companies. 

Much of the success of the Conference was due to the events 
of the various committees and the cooperation from the visiting 
controllers. An excellent program was prepared and sent out in 
advance with registration and reservation forms. 

The Preface of the program carried a stirring message headed 
‘New Horizons for Controllership,”” which stated: 

“American. men of business are fully determined that the free enter- 
prise system must be preserved. Is it worth preserving? We believe that 
it is, because it has brought to this country the world’s highest standards 
of living. Under free enterprise the Americans have achieved the most 
efficient producing and distributing methods yet produced by any eco- 
nomic theory. 

The way to protect the free enterprise system, and to keep it in good 

(Please turn to page 362) 















By Paul Haase 


With more than 400 corporate controllers and financial ofh- 
cers, members of the Controllers Institute of America and their 
guests, voicing a unanimous “best ever” the ninth annual Mid- 
western Spring Conference of the Controllers Institute came to 
a highly successful conclusion on May 20, following a forecast 
of economic things-to-come by Alan H. Temple, vice president 
of the National City Bank, New York. The conference was 
sponsored by the Pittsburgh Control of The Institute, beginning 


May 18, at the William Penn Hotel. 
In the course of his observations on “The Outlook for 1947 


and 1948” Mr. Temple pointed out that 


All wars end in inflation and all inflations end in reaction. For seven 
years counting from the first defense program after the fall of France in 
1940, our economy has been dominated by inflationary influences. The 
average wholesale commodity price level has risen to almost double the 
pre-war figure, and counting in rents and services of all kinds the rise in 
the cost of living has been somewhat more than. fifty per cent. 

“This inflationary spiral now appears to have reached its end,” de- 
clared Mr. Temple. 

‘It is ending because, like every other spiral in history, it has created 
within itself the maladjustments which bring it to a halt. First, some 
prices are too high. They are too high in relation to the purchasing 
power of too many people who have to buy the product, or they are too 
high in relation to their cost of production. For both reasons they may 
be too high to equate supply and demand in the year ahead. 

“Second, production costs are too high. They can be borne as long as 
demand is swollen by deferred needs, expenditure of liquid savings and 
consumer borrowing. But they are an. obstacle to price correction when 
price correction becomes necessary as it is now. 

“Third, inflation diminishes the rigors of competition and by the 
same token it is the father of waste, inefficiency and low productivity. It 
invites the incompetent and the inexperienced to start more than they 
can finish. When nearly everything is in demand and hardly anything in 
oversupply, the invaluable close touch between the producer and the 
consumer is lost. Mistakes and miscalculations thrive.” 

1947 must be a year of corrections of maladjustments, of cost reduc- 
tion through increasing productivity and of realignment of production to 
meet consumers’ preferences and of prices to meet consumers’ pocket- 
books. Unless 1947 is a year of correction it will be a year of spreading 
recession and 1948 will be a year of depression, Mr. Temple said. 

"I take an optimistic view as to the ability of the economy to make 
these corrections without real depression. We have not marched heed- 
lessly up to this precipice. Beneficial adjustments, in inventory balancing, 
price reductions and gains in efficiency, are being made. The environ- 
ment in which necessary corrections will be carried out is in many re- 
spects favorable. For manufacturers of automobiles, of utility, railway 
and farm equipment, of many other consumers’ durables and capital goods, 
recession is still along way off. A continuing large export surplus through 
1947 is assured. The money supply is unlikely to shrink to any substan- 
tial extent and there is no strain on bank reserves. 

"We need not feel that we must retrace our steps to the prices of 
1939. Most of our problems come not because we have moved to a 
higher price level, but because the rise has been as always uneven. and 
irregular, moving some prices and incomes far ahead, leaving others far 
behind. The problem now is to restore a balance of prices and costs on 
a new level, on which business can go ahead safely.” 


The conference had opened its business sessions on Monday 
morning, following a social program on Sunday which was high- 
lighted by an address on European conditions and trends, at din- 
ner, by Bernhard Ragner, formerly a foreign correspondent and 
now editor of “Greater Pittsburgh,” a publication of the Cham- 
ber of Commerce of Pittsburgh. 


CORPORATE ANNUAL REPORTS ANALYZED 


The topic for the opening general session was ‘Interpreting 
the Company’s Financial Position Through its Annual Reports.” 
With Keith Powlison, vice president and controller of Arm- 





Midwest Controllers Parley Told 
Inflationary Spiral Is Ended 


strong Cork Company, presiding, two papers were presented by 
Frank M. Surface, executive assistant to the president, Standard 
Oil Company (New Jersey), of New York, and Christian E. 
Jarchow, vice president and comptroller, International Harvester 
Company, Chicago. Mr. Jarchow is a vice president of the Con- 
trollers Institute of America. 


“The corporation annual report is the keystone to much of what must 
be done to correct public and employee concepts of American business,” 
Mr., Surface emphasized. “Even the most perfect annual report cannot 
be expected to do this job alone. But the annual report properly pre- 
bared can and should furnish the basis for discussion in the public press, 
for advertisements and special reports by your public relations or em- 
ployee relations departments. But if such reports are tied to data con- 
tained in the annual report and certified by the auditors they will carry 
more weight than if drawn from some less authentic source. 

‘If this is to be done the ideal annual report should carry a great deal 
more information than is the case today even with the best of them. 
Among the things I would like to see in an annual report would be the 
following, most of which are not available today. 

“First, of course, would be total sales.of products and separately 
other income with a total income in dollars. Where possible sales should 
also be stated in, units or at least in comparative dollar figures adjusted 
for price changes. 

“Next, we should show material and overhead costs, exclusive of 
salaries and wages, and these should be specified in some detail such as 
cost of raw materials, cost of parts or semi-manufactured goods and cost 
of other supplies. Depreciation, interest, income taxes and other taxes 
separately, advertising costs, overhead including utilities, rent, etc. each 
aS a Separate item. 

“Next, after deducting these we should show a balance which would 
be available for the payment of salaries, wages, dividends and for rein- 
vestment in the business. Each of these items should be broken down 
into its component parts. Thus, most annual reports now show salaries 
and wages as a single figure, if they show them at all. In my opinion, 
salary and wage figures should be broken. down to show salaries of top 
executives, salaries of minor executives, wages of office workers, plant 
workers, sales personnel and perhaps others. When the plant worker get- 
ting, say, $2,800, sees that the president is getting $50,000 a year, he 
naturally feels that all the money is going to the top executives. Such a 
breakdown as indicated would go a long ways towards correcting that 
point of view. The cost of employee benefit plans should be stated and 
included in your total cost. 

"I know there would be considerable objections to the disclosure of 
such details as these. But, in my experience, most of the secrets we think 
we are keeping so closely are imaginary. You can be sure your competi- 
tor knows as much about your business as you know about his and that 
is usually a pretty close approximation. 

“Now it is not sufficient to put all these figures in. one big table. They 
should be broken up and they should be made comparative over several 
years. All of the more important figures should be illustrated in charts 
and diagrams. The old proverb that one picture is worth 10,000 words 
still holds and a well conceived cartoon is more expressive than a whole 
book—and will be much more wisely read. 

“One more thing before I close, and in my opinion. it is the most im- 
portant. I would urge that all of the figures you present should also be 
expressed in relative terms—in percentage of sales volume or of net in- 
vestment, or of some other appropriate base. Too few annual reports do 
this. As a result the $50 a week clerk reads in the morning paper that 
his company made $15,000,000 profit last year. $15,000,000 is a lot of 
money and what does the clerk think about it? He naturally thinks that 
too much of the money is going into profits and perhaps to management. 
However, if he had been told that this $15,000,000 represented only 4 
cents out of every sales dollar the company took in and if he had further 
been told that 35 cents out of every sales dollar went for the payment of 
direct wages to workers like himself, don’t you think he would have a 
different point of view? 

“We have a big job to do if we are to get into the public's mind some 
little understanding of our competitive enterprise system. Upon how 
well we do this in the next few years may well depend whether we are able 
to maintain this system which has made America the envy of the rest 9 
the world. In this effort the comptroller will play a most important part.” 


The trend toward making the annual report more of a public 
(Please turn to page 358) 
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IT WON’T BEAT THE HEAT IN SUMMER 
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Or take the place of a long, cool drink on a hot 
and humid night. 

The Comptometer Check-and-Payroll Plan 
wasn’t designed for such miracles. Its job (and 
some might call it a miracle!) is to make orig- 
inal postings give permanent records. 


Simple and direct, this money-saving plan 
eliminates copying by posting at once to the 
employee wage statement. Thus, with swift 
strokes, it sidesteps involved and costly book- 
keeping, endless posting and filing. 

The speedy Comptometer Check-and-Pay- 
roll Plan needs less labor — and no elaborate 
machines — to complete a payroll faster. Your 
nearest Comptometer representative will be 
happy to show you how this accurate plan can 
save you time and money on any payroll 
problem. 

The Comptometer, made only by Felt & 
Tarrant Manufacturing Co., is sold exclusively 
by its Comptometer Division, 1734 N. Paulina 
St., Chicago 22, Ill. 
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Scanning the Controllership Scene 








Action Urged on Under-Depreciation 


Considering the problem of under-depreciation, the 
Machinery and Allied Products Institute, recently set forth 
some possible ways of dealing with it, and presented the 
pros and cons of alternative courses of action. Summarizing 
its conclusions, MAPI stated: 

1. The problem of under-depreciation of pre-war assets 
is sufficiently serious to deserve the earnest attention both 
of business executives and tax authorities. 

2. Since capital investment must be recovered in real 
purchasing power, not simply in dollars, under-depreciation 
should be recognized for managerial purposes whether rec- 
ognized for tax purposes or not. In many cases management 
should incorporate increased depreciation rates into its regu- 
lar cost and financial accounting. Where for some reason 
this is not feasible, it should allow for the overstatement of 
profits by an appropriate conservatism in dividend policy. 
Capital recoveries should not be distributed merely because 
they are reported as net income. 


Office Equipment to be Standardized 


The office desk that looks like a sieve after a few different type- 
writers have been installed and some 75,000 other absurdities in office 
equipment, will be trimmed to one-third, if a project of the Amer- 
ican Standards Assn. meets with any success, The drive is aimed at 
posting new rules for a wide variety of articles ranging from paper 
designed to last permanently to standards for erasers. 

The committee also hopes to have standard replacement spools 
adopted by all typewriter makers so that a long-time headache for 
office managers can be eased. 

The goal is a maximum of 25,000 accepted items, against the 
hodgepodge of today which is estimated up to 75,000. 

One of the knottiest problems is standardization of keyboard for 
various office machines, particularly since the almost-standard type- 
writer keyboard is already under attack by a war-born “simplified” 
keyboard. 

And one of the easiest will be to place filing cabinets back in the 
category of office equipment to straighten out the classifiers who now 
list it as a machine because it has a lock and ball-bearings, and re- 
quires manipulation. 


Bankruptcies on The Upswing 

Bankruptcies are on the upswing and show signs of continu- 
ing the rise “unless conditions quickly change,” the National 
Association of Credit Men was told recently by United States 
District Court Judge John C. Knox. 

Judge Knox cited the public's “feeling of foreboding, uncer- 
tainty and even fear’ as the basis from which the bankruptcies 
spring and attributed these, in turn, to the general state of eco- 
nomic unsettlement in the country. 


Simplicity Needed in Annual Reports 


While industry has made commendable progress during 
the last year in issuing more readable annual reports, there 
are still many companies, among them utilities, declares 
“The New York Times,” that fail to appreciate the value of 
simple presentation: side-by-side comparison of the finan- 
cial year and the one preceding it. Admittedly, most stock- 
holders are interested in knowing only how much their in- 
vestment earned: if good, they are satisfied ; if not, they are 
displeased. However, there are many investors who look to 
the annual report for a clear-cut tabular comparison. Such 
phrases as, “almost twice as high as in the preceding year,” 
or “except for this item earnings would have been * * *,” 
are of little worth unless immediately accompanied by the 
figures—which usually speak for themselves. 


Problems in Old-Age Assistance 


Expenditures for old-age assistance in Missouri rose from 
slightly over $4 million in 1936 to $40 million in the 1947 fis. 
cal year. Recipients grew from 40,000 to 110,000 in ten years. 
The old-age assistance rolls have been growing at the rate of 
6,600 a year since September, 1945. Unless the program is 
placed on the basis of real need, according to the Missouri Pub. 
lic Expenditure Survey, the state will be unable to provide ade- 
quately for persons truly needy. 


17 Years of Work To Regain Strike-lost Pay 


It will take the average employee of a Racine, Wisconsin, plant 
more than 17 years to earn back what it cost him and his colleagues 
to stage a recently settled 14-month-strike. The total payroll loss, on 
the basis of employee earnings at the time the strike was called by 
union leaders, was $11,850,000. 

Add to this total the company’s last pre-strike offer of an 18-cent 
hourly wage boost, and the total amount lost by the strikers becomes 
$13,684,400. 

This averages some $2,480 per employee, figured on an average 
loss of $1 an hour. 

Thus, on the basis of the seven-cents-an-hour difference between 
the company’s original offer and the 25-cent settlement figure, the 
individual employee would have to work 35,429 hours—or 17 years 
—to gain back what he lost in wages while on strike. 


Profits Steadily Narrowed 


Manufacturing has received a declining share of the 
larger wartime and postwar profit total, according to lead- 
ing economists, while the distribution and service industries 
have taken larger slices. 

Since 1939, manufacturing has accounted for a larger 
share of total civilian employment and has produced a 
greater proportion of the nation’s income. In 1946, profits 
in manufacturing comprised only 50 per cent. of all corpo- 
rate profits, as compared with 62.1 per cent. in 1939 and 
53.2 per cent. in 1929. 


Bee Hives from White Elephants 


When the government closed down its $14,000,000 bomber 
plant, covering 250 acres and including 18 to 20 buildings in 
Birmingham, Alabama, after V-] Day, things looked black for 
the community as well as for the 19,000 men and women 
thrown out of work, reports Industrial Press Service. 

Instead of letting the huge installation go to the scrap heap, 
however, a group of businessmen with vision and money to in- 
vest, began taking over. The plant was too expansive and expen- 
sive for one single industry, so a collection of smaller ones be- 
gan leasing parts of it. Two businessmen who had been making 
grenades turned to making auto jacks and children’s wagons; 
others followed suit. 

Today the white elephant is a beehive of small industries— 
manufacturers of radios, kitchen cabinets, doors, screens, hard- 
ware, chemicals, truck equipment, and so on giving jobs to thou- 
sands, products to the public and relief to taxpayers! 


W hither Drift We? 


It’s not quite “planned economy” yet—but Question No. 7 (c7) of 
the “Peanut Utilization Inquiry” sent out by the United States De- 
partment of Agriculture asks the farmer to tell how many peanuts afe 
eaten by persons on his farm during the year! Other questionnaires 
ask farmers how much manure they have in their barns, how many 
turkeys died of exposure last year! 
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Internal Audit Objectives Summarized 


At a recent meeting of the Penn-Y ork Division of the Buffalo 
Control of The Institute, Dundas Peacock, controller of Elliott 
Company, Jeannette, Pennsylvania, in discussing his company's 
internal audit program, summarized the objectives of the pro- 
gram as follows: 


1. To determine that authorized policies and procedures 
are being followed, and to make sure that they provide, at 
reasonable cost, adequate protection against loss. 

2. To review the system in use to determine the adequacy 
of the various methods and procedures. 

3. To determine that the normal checks and balances of 
the established internal control procedures are working, and 
that they provide reasonable protection to the company 
against loss. . 

4. To determine the competency of personnel responsible 
for various phases of the work covered by the internal 
audit program. 

5. To observe opportunities for increasing profits. 


"It is not intended,” he said, “that the internal audit program 
shall be a repetition of clerical checks which should be accom- 
plished by the established procedure of internal control. The 
program contains specific suggestions of work to be done which 
are intended to indicate the general scope of the work and 
should be altered or expanded to suit conditions.” 


Sound Planning Needed in Labor Relations 


Laws alone will not solve labor relations, Guy B. Arthur Jr., vice 
president of the personnel division of the American Management Assn. 
told a conference recently. 

“Good labor relations do not result from legislation or collective 
bargaining, but rather from sound personnel administration. Like- 
wise,” he added, ‘the future of the free enterprise system depends 
not upon legislation or collective bargaining but upon the unselfish 
contributions of all members of the labor-management team towards 
their common objectives.” 

I, M. Carpenter, manager of the insurance department of Ebasco 
Services Inc. told the group that the most effective way for manage- 
ment to combat widened government “‘social insurance” programs is 
to “act with dispatch in demonstrating its willingness to sponsor and 
provide security programs.” 


Proxy Rule Changes Urged 


The Investors League has made a formal request to the 
Securities and Exchange Commission for a change in its 
rules governing corporate proxy statements to “provide a 
medium of expression to the small stockholders at the least 
possible cost to them as well as to corporations’, it was an- 
nounced recently by B. A. Javits, the League’s General 
Counsel. The League, through Mr. Javits, suggested : 


(1) That 90 days before any stockholders’ meetings cor pora- 
tions send out invitations to stockholders to propose resolutions 
which would be subject for action or discussion on the part of 
stockholders. 

(2) That 30 days thereafter the management send to the 
stockholders whatever suggestions it has received from the stock- 
holders, indicating agreement or disagreement with the individ- 
ual proposals. 

(3) At that time the stockholders should be given an oppor- 
tunity to express themselves as to which they would like to see 
included in the proxy statements for the year; and if 1 per cent. 
or 500, whichever is lower, of the stockholders in any case ap- 
proved any resolution, it should be included in the proxy state- 
ment which would be sent 30 days before the meeting as is now 
the practice generally. 


Mr. Javits stated that it was not the purpose of the 
League to “harass corporate managements or stockholders 
with objectionable resolutions upon matters not directly 
télated to corporations”. He said, however, that it took the 
position that “free speech and petition are inalienable and 
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apply not only to our every-day political lives but also to. 
our economic lives’. Politics and economics, he said, have 
become one and inseparable. 


Retailers Warned To Cut Operating Costs 

Retailers must cut operating costs and increase employee pro- 
ductivity if they hope to avoid a period of profitless prosperity, 
two New York City department store executives warned the 
27th convention of the Controllers Congress of the National 
Retail Dry Goods Assn. recently. 

To guard the net-profit line, store controllers must impose 
rigid controls over all expenses. Harry L. Margules, treasurer 
and controller of Gimbel Brothers, asserted. Controllers must 
Start at once to create the framework for such controls, but their 
implementation should be gradual—"don't pull in the reins so 
tight that you upset your organization unduly,” he said. 

Since greater productivity is as vital as lowered costs, Mr. 
Margules said, it is essential “to line up your organization be- 
hind your program” before launching it. Able supervisory per- 
sonnel then must be chosen and other employees thoroughly 
trained. 

Cutting costs must, however, be accompanied by expanding 
customer services, for consumers no longer will accept “shoddy 
substitutes” of any kind, Harris Cohen, controller of Martin's, 
told the controllers. Such an accomplishment, he stressed, is far 
“healthier” than any attempt to persuade customers to accept 
less than they'll get elsewhere. 

“If, for example,” he said, “you try to discourage deliveries, 
you'll probably find your customers receiving leaflets from the 
delivery men’s union.” 

Stores ought, instead, to proclaim their desire to make shop- 
ping a pleasure, he said. And they can do this by getting the 
best available personnel, he added, saying that the five-day 
week and adequate wages would help a lot. Careful training, 
he said, also is vital. 

At the same time, he stressed, employees’ output and sales 
records must be closely checked. A more sympathetic attitude 
toward customers’ complaints also is needed. 


Wages Rise As Investment Rises 


In the 90-year period 1849-1939, investment per worker in 
American industry increased from $500 to $6,000; annual 
wages per worker arose from $248 to $1,150; and hours 
worked per week were reduced about 40 per cent. Ninety 
years ago the average worker had very little mechanical horse 
power to aid him, Louis Ruthenburg stated at the Princeton 
University Bicentennial; today approximately 6.4 horse 
power—1more than 50 times the power of his own muscles— 
is at his disposal. 


Working Their Way Through “College” 


By styling itself a college and advertising for “students” to 
“earn while learning,’ a Rhode Island textile mill has solved 
one of its woman-power problems, “Industrial News Service” 
reports. 

The mill landscaped its grounds, installed glass-enclosed 
smoking rooms in every department, furnished the rooms with 
lounge chairs. Every shift is visted by a mobile canteen bearing 
milk, coffee, soups, and sandwiches. And the workers actually 
take courses in spinning, winding, carding, weaving, loom-fix- 
ing, and such. 

‘Women don’t like to work in a mill, but they'll do mill work 
in a place called a college,” said an official. “And we've got to 
have greater technical knowledge, more efficient workers, and a 
higher rate of production.” 

Is there, we are moved to ask, a field hockey team? ’Tis 
hardly a “college” without one. 

—PAUL HAASE 








The author of this review, a member of the 
Controllers Institute, is a certified public ac- 
countant and holds an L.L.B. degree. He ts 
manager of the tax department of Peat, Mar- 
wick, Mitchell & Co., Newark, New Jersey. 


CASE REVIEW 


CONSTRUCTIVE RECEIPT—Agreement to 
defer payment of compensation from 1941 
to 1942, entered in a bona fide business 
transaction between employee and corpora- 
tion, did not constitute constructive receipt 
In Veidt v. Commissioner T.C. decision No. 

15718 (4-14-47), Mr. Veidt, the petitioner, 

was employed by M. Lowenstein & Sons, Inc., 

a New York corporation engaged in the busi- 

ness of converting, printing and styling of 

cotton goods. During 1939 and 1940 Mr. 

Veidt was executive vice-president of the cor- 

poration in charge of sales, production and 

styling. He was not a-stockholder of the cor- 
poration or of any of its subsidiary corpora- 
tions. 

Mr. Veidt’s employment for the years 1939 
and 1940 was pursuant to a written contract 
dated January 2, 1939. This contract provided 
for an agreed compensation of $25,000 per 
year. In addition Mr. Veidt was to receive 10 
per cent. of the net profits of the corporation, 
and share in the losses to the extent of 10 per 
cent., but such liability for losses was not to 
exceed $50,000. In order for Mr. Veidt to be 
entitled to the extra compensation he was re- 
quired_to remain in the corporation’s employ 
for the two year period covered by the con- 
tract except in the case of his death or illness 
or his discharge without reasonable cause by 
the corporation. 

Prior to November, 1940 Mr. Veidt noti- 
fied the corporation that he intended to retire 
from active business at the end of 1940. The 
corporation through its president, Leon Low- 
enstein, requested Mr. Veidt to continue in 
the employ of the corporation in an advisory 
capacity and as supervisor of its West Coast 
sales. 

Upon renewal of the contract in November, 
1940 it was agreed, at the instance of the cor- 
poration, to defer the payment of Mr. Veidt’s 
share of the 1940 profits to 1942. It was the 
practice of the corporation to defer profit par- 
ticipation payment to its executives. For ex- 
ample, accruables that ran from 1931 to 1935 
were not paid until 1937. A profit accru- 
able for 1936 was not paid until 1939. 
The cotton industry is one in which condi- 
tions fluctuate, and it was not unusual for a 
large potential profit to disappear in a brief 
period. These extreme fluctuations had oc- 
curred both in the industry and with the cor- 
poration and it was impossible to predict 
with any certainty within any one year 
whether at the end of the year the corpora- 
tion would have a net profit. 

In June 1941 Mr. Veidt’s share of the 1940 
profits was ascertained by agreement of the 
parties to be $87,076.40. This amount was not 
credited to Mr. Veidt’s account in 1941 nor 
was it in that year set apart to him in a way 
that he would have drawn upon it at any time 
he chose. 

The corporation being on the accrual basis, 
deducted in its 1941 return the full amount 
of the $87,076.40 as an accrued liability due 
Mr. Veidt. It was allowed as a deduction to 
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the corporation in 1941. However, Mr. Veidt 
did not report as income any part of the $87,- 
076.40 in 1941. 

Mr. Veidt maintained that the doctrine of 
constructive receipt cannot be used to attribute 
the receipt of income to a taxpayer on a cash 
receipt and disbursements basis in a year in 
which he did not have the right to receive the 
income and did not in fact receive the in- 
come. The Court ruled in favor of Mr. Veidt, 
saying: 

“we find that the agreement of November 
1, 1940, entered into between petitioner 
and the corporation by which, among other 
things it was agreed that payment of peti- 
tioner’s share of the 1940 profits should be 
deferred from 1941 to 1942, was bona fide 
and entered into in a business transaction at 
arm’s length. 
The only way we would be justified in 
holding that petitioner constructively re- 
ceived the $87,076.40 in 1941 would be to 
hold that the agreement to defer the pay- 
ment of such $87,076.40 until 1942 was a 
mere subterfuge and sham for the purpose 
of enabling petitioner to postpone his in- 
come tax on the amounts involved to an- 
other year. The evidence does not justify 
such a holding.” 


TAXABILITY OF DIVIDENDS PAID OUT 
OF EARNINGS OF PREDECESSOR— 
Change in proprietary interests after reor- 
ganization does not prevent application of 
Sansome rule 
In 1928, pursuant to a plan of reorganiza- 

tion, corporations A and B transferred all of 

their assets to a new corporation, C, in ex- 

change for which corporation C issued 19% 

of its stock to the stockholders of corporation 

A, all of whom consented to the plan, and 

29% of its stock to the assenting stockholders 

of corporation B. The non-assenting stock- 

holders of corporation B were paid $355,000 
in cash. The remaining 52% of corporation 

C’s stock was sold to the public for cash. Ex- 

cept with respect to the non-assenting stock- 

holders of corporation B who received cash, 
the reorganization was tax-free to all parties 
concerned under the law in effect at the time. 

Corporation A had accumulated earnings of 

$75,000, and corporation B had accumulated 

earnings of $330,000 at the time of the re- 
organization. 

In 1940 corporation C paid a dividend of 
$35,000 to its stockholders, and it was con- 
ceded that the corporation had no earnings or 
profits of its own such as would render the 
dividend taxable in the hands of the stock- 
holders. The Commissioner, however, applying 
the well-known rule in Sansome’s case, held 
that corporation C acquired the earnings and 
prouts of corporations A and B in the 1928 
reorganization, and that the existence of these 
acquired earnings rendered the 1940 dividend 
taxable to the shareholders. On appeal by two 
of the stockholders, the Tax Court affirmed 
the Commissioner’s position, but the Third 
Circuit Court, relying on its previous decision 
in the case of Campbell v. U. S., 144 F. (2d) 
177, held that the Sansome rule was inappli- 
cable, and ruled in favor of the stockholders. 
The Campbell case had held that the Sansome 
rule could not be applied to a reorganization 
which involved the introduction of new stock- 
holders and new capital, thus disturbing the 
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proprietary interests of the old stockholders, 
In this case, since 52% of the stock of cor. 
poration C was sold to outsiders for cash, and 
since some of the stockholders of corporation 
B received cash instead of stock, ‘it is clear 
that the proprietary interests of the old stock- 
holders were materially altered, and for this 
reason the Third Circuit felt compelled, on the 
basis of the Campbell decision, to hold that 
the Sansome rule was inapplicable. 

The Supreme Court in reversing the Circuit 
Court decision, stated that the preservation of 
identical proprietary interests was not essential 
to the application of the Sansome rule. The 
Court admitted that the accumulated earnings 
of the predecessor corporations might have 
been distributed, at least in part, to stock- 
holders in cash during the 1928 reorganiza- 
tion. But, insofar as they were not so dis- 
tributed, they remained available for taxable 
distribution by corporation C, and the change 
in proprietary interests after the 1928 reor- 
ganization was not considered important. The 
case was ordered remanded to the Tax Court 
to determine how much, if any, of the ac- 
cumulated earnings of corporations A and B 
were distributed in the 1928 reorganization, 

The Supreme Court, in rendering this de- 
cision, has made an important contribution to 
tax law. By overruling the Campbell decision 
it has clarified the uncertainty which the case 
had created, and has considerably simplified 
the application of the Sansome rule. Commis- 
sioner v. Munter, (S. Ct. 1947)—US— 
(5-4-47). 


REORGANIZATIONS—Continuation of the 
business does not necessarily satisfy require- 
ment of business purpose in a reorganiza- 
tion 
Prior to 1941 Corporation A had been en- 

gaged in three different lines of business, the 

manufacture of synthetic resins, the manufac- 
ture of chemicals for the textile industry, and 
the distribution of chemicals. In July, 1941, it 
sold to outsiders the synthetic resin business 
and the chemical distribution business for 
$325,000 in cash and marketable securities, 
but continued to operate the remaining line of 
business. In December of the same year it 
transferred all of its operating assets pertain- 
ing to the third line of business to a new 
corporation in exchange for all of the new 
corporation’s stock, retaining essentially the 
cash and securities which it received on the 
sale of the two branches of its business. Im- 
mediately thereafter these assets, together with 
the stock of the new operating company, were 
distributed in complete liquidation to its 
stockholders, and the stockholders reported 
their gain on the distribution as a long-term 
capital gain resulting from the complete liqut- 
dation of the corporation. : 
The Commissioner held that the distribu- 
tions were received in a tax-free reorganiza- 
tion, and that, since the earnings and profits 
of corporation A were in excess of the gain 
to the stockholders, it would follow that the 
gain was taxable as an ordinary dividend un- 
der Sec. 112(c)(2). The Tax Court sup- 
ported the Commissioner's position, but, on 
appeal, the First Circuit Court held, on_the 
authority of Gregory v. Helvering, 293 US. 

465, that a reorganization could not be ef- 

fected for tax purposes unless a valid business 

purpose for the reorganization was present. 
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Since the Tax Court has made no specific find- 
ing as to the existence of a business purpose, 
and since the Circuit Court itself could not, 
on the facts before it, determine whether or 
not such a purpose existed, the case was re- 
manded to the Tax Court for a determination 
on this point. 

The Tax Court had found as a fact that the 
purpose of the reorganization was to continue 
the chemical manufacturing business under 
the new company and to distribute the re- 
maining assets of the old company to stock- 
holders in liquidation, but the Circuit Court 
held that this was not tantamount to a finding 
that the reorganization was a necessary inci- 
dent of the conduct of the enterprise or was 
required by business exigencies, as required by 
the Gregory case and the regulations. The 
Circuit Court pointed out that the continua- 
tion of the business was not, in itself, proof 
of business purpose, and that each case must 
be decided on its own particular facts. Since 
none of the usual business purposes for a re- 
organization (modification of corporate struc- 
ture; addition of new business enterprises; 
splitting of the business into separate units) 
seem to be present in this case, the Court 
ruled that additional findings on this point 
should be made by the Tax Court. Lewis v. 
Commissioner, (C.C.A. 1, 1947)—F. (2d)—, 
decided April 9, 1947. 


A CoDE PROVISION RE-EXAMINED FOR 
CHANGE 


Since the deductibility of charitable contri- 
butions is, in the case of a corporation, limited 
to 5% of net income under Code Section 23 
(q), a corporation which sustains a net loss 
for any taxable year is not entitled to any de- 
duction for such contributions for the year 
the loss occurred. Although this limitation 
has no bearing on tax liability for the year of 
loss, it does operate to reduce the amount of 
the operating loss which may be carried back 
or over to another year. For this reason, cor- 
porate officials contemplating making a chari- 
table donation in a loss year should keep in 
mind that the donation will have no tax bene- 
fit; it stands in the same position, taxwise, as 
a capital transaction or as a dividend distribu- 
tion. 

Such a restriction, applied to loss carry- 
overs, seem injustified, and suggests remedial 
legislation by Congress to make some allow- 
ance for the carry-over of charitable contribu- 
tions. If it is felt that some restriction should 
be retained on the amount of the allowance, 
the deduction could be restricted to 5% of 
the net income for the year to which the loss 
is being carried. 


A POTENTIAL TAX SAVING 


A fiscal year taxpayer who has filed an ex- 
cess profits tax return under the 80% limita- 
tion for a year ending in 1946 should recheck 
his computation of the tax due. The common 
mistake has been to consider only the 1945 
tentative income tax as deductible in arriving 
at excess profits tax liability, whereas a literal 
interpretation of the Code provides for a de- 
duction of the full income tax imposed for 
the year, determined by prorating the 1945 
and 1946 tentative income taxes. 

For example, assume that a corporation with 
a June 30, 1946 fiscal year had net income and 
surtax income of $1,000,000 and a total ex- 
cess profits credit, including the specific ex- 
emption, of $150,000. The 1945 tentative in- 
come tax is 40% of $150,000 or $60,000. The 
1946 tentative income tax is 38% of $1,000,- 
000 or $380,000. The final income tax im- 
posed for the fiscal year is one-half of $60,000 
plus one-half of $380,000 or a total of $220,- 
000. This later amount and not the tentative 
income tax of $60,000 for 1945 is the amount 
which should be deducted in arriving at ex- 
cess profits tax liability under the 80% limita- 
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tion. The computation may be summarized as 
follows: 


Common Correct 
Method Method 
80% of Surtax Net In- 
come $800,000 800,000 
Less income tax __ 60,000 220,000 
Balance _740,000 580,000 
One-half of above 370,000 290,000 
Less 10% credit __29,000 _ 29,000 
Net Excess Profits Tax 
Payable $333,000 261,000 


The net difference in excess profits tax li- 
ability in the above situation therefore amounts 
to $72,000. 

If the tax on your return was computed as in 
the commonly adopted method, a timely refund 
claim should be filed. Because the literal inter- 
pretation of the law operates to the detriment 
of the Federal revenue and seems to give cor- 
porate taxpayers in the 80 per cent. limitation 
an undeserved tax benefit, the Commissioner 
will undoubtedly contest any attempt to deduct 
the full income tax for the year, but the differ- 
ence in tax may well be sufficient to justify 
litigating the question. 


TAX COMMENT 


The expenditure of $10,000 for material or 
labor ordinarily costs a corporation only $6,200 
after considering the 38 per cent. tax benefit 
which is derived from the deduction of the dis- 
bursement on the Federal tax return. An assess- 
ment of Federal income taxes of $10,000, how- 
ever, costs a full $10,000, or 61 per cent. more 
than the cost of a deductible expenditure. On 
this basis a tax saving is more effective, dollar 
for dollar, than a saving in manufacturing 
costs. 

To put it another way, a tax saving of $10,- 
000 to a corporation with a 10 per cent. net 
profit ratio is equal to the profit after taxes 
which would be derived from a $161,000 sale. 
It follows that careful tax planning, and a 
sound knowledge of tax law and of tax de- 
velopments are as essential today for successful 
operation, as manufacturing “know how,” 
sound sales pricing policies, and careful cost 
determinations. Further, even though a cor- 
poration may make careful plans to produce 
operating profits, it can loose such profits very 
quickly unless there is a sound appreciation of 
the tax consequences. 


Outlines Operation of New York’s 
Unemployment Insurance Law 
Operation of the Young-Demo 


amendment to the New York State Un- 
employment Insurance Law will reduce 
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tax credits of employers in seasonal in- 
dustries within the State on a long- 
term rather than an immediate basis, 
Milton O. Loysen, executive director, 
division of placement and unemploy- 
ment insurance, State Department of 
Labor, declared recently before a meet- 
ing of the social security bureau of the 
Commerce and Industry Association of 
New York, Inc. 

Discussing effects on various types of 
business of what he termed “the so- 
called merit rating amendment” to the 
law, Mr. Loysen said: 

“The unfavorable long-term position 
of seasonal industries is obvious. It is 
probable that there will be only a small 
decline in their credit rating this year, 
however. This will be true because all 
through the war years most seasonal 
patterns in industry were erased. There 
were few peaks and valleys because 
Government demand was for maximum 
production the year-round. But we are 
beginning now to see the return of sea- 
sonal patterns and we can expect to see 
that adjustment reflected in credit rat- 
ings in the future.” 

He pointed out that the effect on the 
machinery of administering unemploy- 
ment compensation for seasonal person- 
nel was far from inconsiderable, stat- 
ing: “It is significant to note that almost 
40 per cent. of total payroll in the State 
is provided by employers in seasonal 
and intermittent types of businesses.” 

In addition to seasonal and war in- 
dustries, small concerns in general will 
receive only a minor share of refunds 
amounting to $140,000,000 to be paid 
by the state on September 30 out of a 
surplus designated for that purpose, Mr. 
Loysen said. 

* x * 


We cannot always count on making our 
dreams come true, but it is often fatally 
easy to make our bad dreams come true, 
and excessive preoccupation with insur- 
ance against all possible risks may greatly 
increase the chances of risks becoming re- 
alities. ALLAN G. B. FISHER. 
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Section 102 Revision Could Provide 
Aid for Small Corporations 


A close study of Section 102 of the 
Revenue Act indicates that there is a clear 
need for revision of the nation’s tax laws 
generally, and of Section 102 in particular 
to help the small corporation in its prob- 
lem of making additions to capital for 
expansion and other purposes, Edwin B. 
George, economist, of Dun & Bradstreet, 
said recently. In a new analysis of Section 
102 made with Robert J. Landry, also a 
Dun & Bradstreet economist, proposals 
to help the small corporation through re- 
vision in the tax laws are summarized. 

“First,” the two economists say, ‘the 
small corporation’s total tax might be 
reduced by an improved pattern of grad- 
uation. Section 102 would still be lying in 
wait, but to the extent that it was not 
made inapplicable by a showing of need 
the penalty might still not offset the ad- 
vantage of the change in schedules. 

“Progression cannot clearly be urged 
on the principle of ‘ability to pay,’ despite 
the political fascination of that argument, 
for the reason that differently situated 
owners stand behind each corporation. It 
still has defenders, however, as a means 
of compensating, even if crudely, for the 
disproportional hazards (both tax and 
non-tax) of small corporations. 

“One suggested form of graduation 
would include outright exemption of a 
portion of corporate income, or of some 
fixed sum. The specified amount would 
automatically be protected from Section 
102—the only form of a flat and uni- 
versal exemption from the ‘unreasonable’ 
accumulation penalty that can be easily 
defended. 

“To exempt a retention found to be 
“unreasonable” from a tax on ‘unreason- 
able’ retentions, except as the incidental 
result of a larger purpose, would hardly 
be rational. 

“Or, in greater harmony with the phi- 
losophy of Section 102, but with reverse 
emphasis, re-invested earnings might be 
exempted in whole or in part from any 
income tax. 

“Second, the volume of receipts in any 
given year to be considered as income 
might be reduced through some flexible 
depreciation and development allowances, 
or through the carry-back or carry-for- 
ward of losses, or some variant of the 
latter that would insure complete allow- 
ance for losses over as short a time period 
as possible. 

“Third, allowance of a ‘partnership 
option,’ i.e., permitting the owners to 
choose, to their own advantage, whether 
to be taxed as individuals or as a corpora- 
tion has been proposed. In this method, 
where a choice is feasible, lies the great- 
est flexibility. Where the choice is feasi- 


ble, lies the greatest flexibility. Where the 
choice is to be taxed as a corporation, the 
hazards of Section 102 would still have 


to be faced.” 
The two economists add: 
“The experts seem to be largely 


agreed on a more liberalized treatment 
of business losses, which would help all 
businesses, but particularly the small. The 
problem of depreciation costs is not so 
frequently discussed, but many are con- 
vinced that even without discrimination 
more flexible schemes could be devised 
to cope with a serious and particular hand- 
icap of rapidly growing concerns; some 
would discriminate deliberately in their 
favor. 





“Graduation in rate structures is very 
controversial, with many tax students and 
counsellors of high standing arrayed on 
opposite sides of the argument. 

“Apart from matters of principle, the 
issue is one of devising a plan that will 
carry help to those deserving it without 
inducing large-scale avoidance through 
splintering or raising new impediments to 
risk-taking at the breaking point.” 

Section 102 is in the news because cor- 
porate taxpayers on their latest returns 
were required to state whether or not they 
had distributed 70 per cent. of their 1946 
earnings, and if not, why not. 

On “unreasonable” retentions of earn- 
ings by a corporation through permitting 
profits to accumulate rather than being 
divided or distributed, Section 102 levies 
a tax of 2714 per cent. on amounts up to 
$100,000 thus retained, and 38Y, per 
cent. on any sums in excess of $100,000. 


Guaranteed Wage Demands Called 
“Putting Cart Before Horse” 


In the first of a series of reports on 
“methods of regularizing employment,” 
the Chamber of Commerce of the United 
States declared recently that labor’s de- 
mands for the guaranteed annual wage 
ought to be laid aside until industry can 
successfully stabilize its labor require- 
ments. 

The reports are based on questionnaires 
circulated among the chamber’s employer 
membership and will be published in 
complete form sometime in the fall. 

The chamber reportedly embarked on 
the project with the basic idea that the 
administration and organized labor in 
general were getting the jump on indus- 
try by putting stress on annual wage 
guarantees alone. It was felt that too 
much pressure in that direction would 
saddle employers with high, rigid labor 
costs that would have to be met even in 
periods of lessened activity, when the 
labor force ordinarily must be reduced. 

Management opposition to guaranteed 
annual wage plans—which admittedly 
make for stability in labor relations under 
proper conditions—stems from its re- 
luctance to accept far-reaching wage com- 
mitments without reasonable assurance 
that labor force requirements will remain 
stable. 

Union “agitation” for the guaranteed 
annual wage, the Chamber asserted, ‘‘rep- 
resents . . . . an extreme solution of the 
over-all search for worker security that is 
likewise one of the great underlying ob- 
jectives of the organized labor move- 
ment.” 

Supporters of wage guarantees are 
“putting the cart before the horse,” it 
said. 


“Stabilization of production and of 
employment are prerequisites to any such 
guarantee. They are so essential, in fact, 
that, when they are solved, the necessity 
for any rigid guarantee will tend to dis- 
appear.” 

As an example of management devices 
employed to meet these problems, the 
Chamber cited the case of “a New Jersey 
corporation” which has relied on ‘‘inven- 
tory accumulation during the slack sea- 
son” and upon “the practice of producing 
diversified items.” 

This way, it was claimed, the concern 
was able to keep production up during 
off seasons, and through its variety of 
products, was able to tap new markets 
whenever established ones declined in 
volume. 

x * x 


While there are notable records of suc- 
cess of both employers and their employ- 
ees without unions, there is no record of a 
successful union without a successful em- 
ployer. C. E. WiLson. 





The Role of Credit 


The world will be rebuilt with 
credit. If it is judiciously used, it 
can make a tremendous contribution 
to a lasting peace. With our tremen- 
dous productive capacity, a high 
level of production and distribution 
is inevitable. Both in the fields of 
production and distribution, credit 
has always played a major role. 


Henry H. Heimann, 
Executive Manager, National 
Association of Credit Men. 
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Safe-Files would 
save our vital records” 


“We don’t expect to have a fire—no one does,” says 
Mr. Starsky. “But we think of Safe-Files as a kind 
of insurance—insurance that in case of fire we will 


be able to resume business promptly.” 


The Home Packing Co. uses the battery of 
Safe-Files shown above for wage and salary rec- 
ords, Income Tax records, accounts payable, 
check vouchers, cancelled checks, ration ac- 
counts, subsidy records and important corre- 

















Fire protection at point-of-use 
is combined with utmost con- 
venience and ease of operation 
in the Remington Rand Safe- 
File. It looks like a file, is used 
like a file—but beneath the at- 
tractive exterior is a one-piece 
monolith of highly resistive in- 
sulating material, certified to 
protect paper contents for one 
hour, against severe fire reach- 
ing 1700 degrees Fahrenheit. 
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says Milton Starsky, President, Home Packing Co., Toledo, Ohio 


spondence. Accounts receivable are kept in 


a portable Safe-Ledger Tray. 


These records are vital to continued oper- 
ation of the business—to collect receivables— 
secure maximum fire insurance adjustment 
—preserve records required by law. Such 
records deserve the certified protection of 


Remington Rand insulated equipment. 


Statistics show that more than half of fires 
affecting offices occur during the day. Point- 
of-use equipment protects your records both 
day and night. For a full description of the 
most modern developments in Safe-Files, 
Safe-Ledger Trays and Safe-Desks, write for 
our free 88-page catalog —SC 595. Systems 
Division, 315 Fourth Avenue, New York 10. 


Reninglon Koad 


THE FIRST NAME IN BUSINESS SYSTEMS 
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: a ‘ “The existence of these other means of communication renders it yp. 

| MIDWEST CONFERENCE | ecessary to place the whole reliance on annual reports for getting de. 
| (Continued from page 350) sired messages across to employees, shareholders and others. 

ee esa Sate IEE DS Se SS ; “We in the Harvester Company feel there is no one clear-cut road tp 

: ; - follow toward the continuing improvement of annual reporting. Rather 

relations document has become quite definite during the past it is a matter, in our own opinion, of trial and error, a bit of progress 











decade, Mr. Jarchow observed. here and a bit there. We do not believe in innovation for innovation’; 
sake, and we think there are substantial limitations to what the annual 

"Some companies call attention to their annual reports by paid adver- report can accomplish from a public relations standpoint. 
tising in newspapers and magazines, in which they offer to send copies “We certainly agree, however, that the annual report is a very impor. 


to interested parties upon. request. Our company has never advertised in sant document, and that the controller has a great influence, and a gran 
this manner, but its report is available to its 40,000 stockholders _ responsibility, in connection with the selection of its content, and in in 
80,000 employees. In addition, it is sent upon request to many banks, preparation. Controllers have a perspective of company operations thy 
investment houses, educational institutions, dealers and other individ- jew possess, and they bave learned to appreciate the wisdom pr pi 

"7? i a ; Saat P ng 
uals. problems objectively. I believe it is largely due to the efforts of business 


It has been natural for business management to tend to in- controllers that annual reports are now more complete, more readable, 
more understandable, and more representative of the companies they 


clude in annual reports, Mr. Jarchow stated, subject matter of serve than over biténe. 
public interest, over and above that contained in the financial _ “I am sure that controllers will continue to be imbued with a lively 
statements themselves—some of it intended to dispel false no- interest in this phase of their duties and will constantly strive for further 


tions about business operations. One such notion is that business okie i age ra ~ in so biagae Pov one will not fail to 
tet ; e recognize the duty to maintain the quality of his company’s report on a 
profits are excessively high. According to the recent survey made high level of integrity, fairness and objectivity.” 


for the Controllership Foundation by Opinion Research Corpo- 
es agit : : 

ration, 45 per cent. of the public think business enterprises make Gecenainr Wasa ik hdsime 

more profits than they reveal in their reports: 28 per cent. of 

those interviewed expressed the opinion that “most businesses 

have a lot of hidden profits.” 





At the conference luncheon on Monday, the speaker was 
Louis B. Seltzer, editor of the “Cleveland Press,’’ who called on 
; : ._ his listeners to “elevate our economic sights” as he declared that 
“To the extent that these false notions may spring from the terms in there is a fundamentally important time lag in the economics, 


which corporation reports are drawn up,” Mr. Jarchow cautioned, nee : i 
“there is clearly an obligation on the part of business management—and politics and education of the United States of America. Our fu- 


particularly on controllers—to change these terms, even when they have ture rests pretty largely on our ability to reduce this time lag in 
been pr behaes vd me use. — a men have oe — these three important respects and to bring ourselves abreast the 
ever, that more than this must be done; that proper concepts of the role z . : 
of business investment and of business sah pat be set out great changes which have taken place in the last half CNY. 
clearly in order to counteract these false notions as far as possible. “Without our being entirely aware of it,” he said, "we moved swiftl 
“Accordingly, many concerns are now trying to set out, in the annual ay the turn of this century from an agricultural civilization. into a full. 
reports, certain basic, positive ideas. For example, in some reports are blown industrial civilization. The politics, the economics and the educa- 
ideas relating to the place of the business in the economic structure of  jign appropriate to one civilization were found to be inadequate and un- 
the country—that is, the social value of the services it performs. There suited 36: thé: adie ciellindiion. 


xpressions of the recognition of the social responsibilities of the ; : ; ; 

are exp S51 f CORN of t pb , fu “No country in. the history of mankind has ever made such an abrupt | 
enterprise to the communities in which it operates. In some instances, in- change from one type of civilization into another as did we. It is 
formation on the importance of management and the value of man- Ay ee f ij ee, ee ee. oe ee 
Ieee spices eae natural, therefore, that we find ourselves still practicing the politics of 
& : ‘ another time, catching up with the economics of this new pattern of in- 


‘Another positive idea that has come in for discussion is that of in- 
ducing greater confidence in the accuracy of financial results as shown 
by the annual report. Some companies have sought to lend greater 
credibility to their financial statements by appending a certificate, signed 
by their controller, certifying to the accuracy of the results shown. This 
is, of course, in addition to the certificate of the independent public ac- 
countants. Possibly more could be done in this respect by pointing out 
the fact, where applicable, that net income as per the annual report is 
identical with that reported to the Securities and Exchange Commission; 
and also by pointing out the similarity that exists between reported in- 
come over a period of years and income as audited by the Bureau of In- 
ternal Revenue and used as a basis for federal income taxation. Where 
material differences exist between book and taxable income over a pe- 
riod of years, such differences should be readily explainable. 

“This conscious treatment of the annual report as a public relations 
document compels recognition of two principal difficulties. The first of 
these is that the annual report is read by relatively few of the potential 
readers. We had a survey made in 1944 by an outside firm in an effort 
to determine how many stockholders and employees read the Harvester 
report. This survey indicated that probably not more than 10 per cent. of 
each group read the report with any degree of thoroughness. I am sure 
that is characteristic of most annual reports. 

“The second difficulty pertains to the selection. of the proper material 
for inclusion in the report. Generally speaking, a subject which is of con- C f : 
tinuing interest over the years should not be introduced in one year ur pride, to our feelings and not infrequently to bashed heads, how 
when it might point up a circumstance extremely favorable to manage- little we knew, and how utterly inadequately we were prepared for this 
ment’s position, and then be dropped in a succeeding year when it might transition from the agrarian to the industrial civilization. 
show a contrary result. "We have proved how inadequate and inept the politics of the agra- 

“Any annual report is definitely limited in its possibilities precisely rian society were when applied to the new needs of industrial society. 
because it comes out but once a year. We have learned from our adver- We showed how illiterate we are in this new civilization—how much 
tising friends that it takes repetition to put an idea across. If positive we have to learn about this great and complicated system we have set up 
ideas are to sink in, certain supplementary means must be employed, for ourselves; how sensitively balanced are profits and wages, and the 
both to give additional publicity to the annual report and to repeat these mutual dependence of all of us upon one another. We have had sharply 
ideas in other ways throughout the year. defined for us that our children are being taught from text-books and 

"These supplementary means include: reprints of the annual report in according to curricula out-moded by the rapidity of change in this 
employees’ magazines; discussion. of the report at foremen’s conferences democracy, not yet two centuries old, but the greatest and most fabulous 
to enable the foremen to answer employees’ questions intelligently; simi- industrial and productive machine created by the genius of man. at an) 
lar organizational meetings with office personnel; discussion of the an- time in his life on the planet Earth. 
nual report at the annual stockholders’ meeting; movie presentations; “We have much to learn. We have much to shape and change to fit 
interim reports; posters on bulletin boards; paycheck and dividend check ourselves into this new industrial civilization. We must learn that we 
inserts; dealers’ news letters; letters written directly to homes of em- must all be sympathetic mechanics for the machine whose smooth run- 
ployees and shareholders. ning keeps all of us in employment, and keeps us in dividends and con- 


dustrial society, and in. substantial arrears in our educational system. 

“Scientists, technologists, physicists had been at work for centuries de- 
veloping the basic facts which suddenly, by some curious set of circum- 
stances, expressed themselves in the profusion of inventions, formalae, 
appliances, and systems which converged upon us as we moved into the 
twentieth century. We were so engrossed in the newness, novelty and 
dynamics of all of the thrilling things which became ours so unexpect- 
edly that we had no time, or patience, with anything else; no time for 
politics, no time for education, no time to study the economics of it all. 
It was so wonderful, so stimulating, so captivating—all of this new and 
fantastic stuff which was happening to us—that we had no time for any- 
thing else. A few of us knew and comprehended. The majority of us 
thought little about it, and cared less, so long as we got automobiles, 
radios, refrigerators, and the steady stream of things which accelerated 
the speed of life, our ability to get from one place to another faster, hear 
things we never heard before, and, in general, stimulated and made our 
creature existence more comfortable and dramatic. 

"We were not prepared, therefore, for the catastrophic disaster which 
broke over us in October of 1929, unexpectedly, without warning, and 
for which, under the exhilaration of concentrated devotion to this great 
and new collective experience in a new industrial society, we were not 
conditioned by warnings,—at least warnings we heeded. 

“Since that time we have disclosed to one another, at some expense to 
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THE MARK OF SUPERIORITY 
IN MODERN BUSINESS MACHINES 


‘Burroughs 


This Symbol 


MEANS EVERYTHING IN BUSINESS MACHINES 






modern machines for every need 


cost-saving counsel for every business 


factory branch service for every user 


WHEREVER THERE’S BUSINESS THERE’S 


Burroughs 
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stant good health, that we cannot expect to throw sand into this ma- 
chinery—any of us—without all of us paying some kind of penalty in 
stopped production, diminishing return for our effort or dollars. We 
must work together. We must understand together. We must live to- 
gether in our new industrial society in America as we ask that the world 
itself live together for international peace.” 


The chairman of the luncheon, at which Mr. Seltzer spoke, 
was Edwin E. McConnell, controller, Norton Company, Worces- 
ter, Mass., and past president of Controllers Institute of Amer- 
ica. 

COMPENSATION PROBLEMS 


Current and future trends and problems in compensation were 
featured at the afternoon session on Monday with individual 
and over-all wage incentive plans, as well as guaranteed wage 
plans, being considered. Mr. George S. Dively, vice president and 
general manager, Harris-Seybold Company, Cleveland, and a 
past president of the Cleveland Control, served as chairman of 
the session. 

The papers presented, respectively, by W. R. Wright, partner, 
Stevenson, Jordan & Harrison, New York; George W. Chane, 
Ernst & Ernst, Boston; and Dr. Emerson P. Schmidt, director of 
economic research, Chamber of Commerce of the United States, 
Washington, D. C., comprise part of a special booklet, “Current 
Compensation Problems,” which also includes papers on “Job 
Evaluation” presented at a recent meeting of the New York City 
Control of The Institute. The booklet has been sent to each 
member of The Institute, without cost. Additional copies are 
available, to members and non-members at the price of $1.00 
each, direct from The Institute’s headquarters, One East Forty- 
Second Street, New York 17, New York. 


‘FREEDOM'S PRICE’’ BANQUET SUBJECT 


More than 400 members of The Institute and their guests 
heard H. W. Prentis, Jr., president of Armstrong Cork Com- 
pany, and honorary vice-president for life of the National Asso- 
ciation of Manufacturers, address the conference banquet on 
Monday night. Mr. Prentis, who chose for his subject, “The 
Price of Freedom,” declared that significantly enough, freedom 
for the common man has seldom, if ever, resulted from the ef- 
forts of either the aristocrat or the wage earner. 


“Such freedom as the ordinary man has enjoyed for brief periods since 
the dawn of history has always emerged as the corollary of the develop- 
ment of a middle class composed of business and professional men and 
farmers,’ Mr. Prentis pointed out. “History shows that business men. 
were principally responsible for such freedom as Athens enjoyed before 
the age of Pericles; as Rome had before the time of Marius and Sulla; 
as the Republic of Florence had under the early Medici. The merchant 
class created the free cities of the Hanseatic League. In modern times, 
freedom for the common man has been the outstanding characteristic of 
the business civilization of the Netherlands, Switzerland, France, Great 
Britain and the United States. 

“Hence, as a part of the price of freedom, business men must faith- 
fully recognize their historic mission. They should be shining examples 
of civic virtue. They must eliminate unethical practices in their own en- 
terprises so that business can always come into the court of public opin- 
jon with clean hands. They must be keenly conscious of the social sig- 
nificance of their day-to-day decisions. They must constantly endeavor to 
create better conditions of employment by the elimination of health and 
accident hazards. They must steadily seek ways and means of regulariz- 
ing employment and cushioning the effect of advancing technology on. 
the lives and fortunes of their workers. They must raise the standard of 
living by passing along the benefits of improved technique and quantity 
production, through lower prices and higher wages. They must take an 
active part in public affairs. They must seek to be industrial statesmen 
rather than mere business men. 

“These principles apply with equal force to executives at every level 
of management. No matter how intelligent and enlightened a company’s 
policies may be, they are effective only to the extent that they are prop- 
erly interpreted and executed throughout the organization. So control- 
lers, secretaries, treasurers, plant managers and personnel relations men 
—in fact, all those in supervisory positions—have a direct responsibility 
for the preservation of our freedom. 

“We must not delude ourselves by what happened on November 5, 
1946. The majority vote on that day was largely a vote of protest against 
labor strife and bureaucratic rules and regulations. Certainly the Ameri- 
can people have not suddenly seen a great light and turned back with 
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new conviction to the basic principles on which the Republic was 
founded and on which its perpetuation depends. All that has been won 
is a temporary rear-guard action. in the long-range fight against the rising 
tide of collectivism. 

“Now the question arises: What are we, as patriotic American citj. 
zens, going to do about this whole problem? Do we still believe in rep. 
resentative democracy? Do we want to preserve it? ‘What can I do” 
you ask. Here is my answer: ‘ 


“1. Study and understand the political philosophy underlying the 
American system of representative democracy, private competitive 
business and civil and religious liberty. Discuss this philosophy 
with your fellow citizens. 

“2. Test every proposed governmental policy against this political 
philosophy—thinking independently and not blindly following 
herd opinion. 

. Take an active part in. politics by helping to form policies and as- 
sisting to select and elect the right men to office. 

. Vote yourself and see that others do so. 

. Seek ways of rendering public service yourself by serving on com- 
mittees, governmental commissions and, if possible, by holding 
public office. 

“ 6. Advise and counsel regarding pending public questions with your 

elected representatives in city, county, state and nation. 

“ 7. Support actively those civic and industrial organizations that are 
fighting for the American system. 

8. Interest yourself in education, public and private, in three ways: 
(a) Insist that the curriculum stress mental discipline. 

(b) Insist on the study of classical history where one sees time 
after time the recurrence of mass movements similar to those 
which we are now witnessing in this country. 

(c) Insist on the study of political philosophy so that the rising 
generation may understand what the roots of liberty in Amer- 
ica are and thereby acquire a sense of pride in our institutions. 

9. Interest yourself in the church, since our Anglo-Saxon political 
philosophy is founded on the religious concept of the sacredness 
of the individual in the eyes of a Sovereign God—a principle 
which is common, to all three of our great religious faiths—Protes- 
tantism, Catholicism and Judaism. 

“10. Practice what you preach by demonstrating, through ethical conduct 
of your personal affairs, your own faith in constitutional represen- 
tative democracy, private competitive business and civil and reli- 
gious liberty.” 


1S) 


A tw 


Mr. John H. MacDonald, vice-president of the National 
Broadcasting Company, New York, and president of the Con- 
trollers Institute of America was toastmaster of the banquet. 


ECONOMIC STABILIZATION 


The concluding general session of the conference, on Tuesday 
morning, had for its theme: ‘“Where Do We Stand on Economic 
Stabilization?” Verl L. Elliott, controller, The Atlantic Refining 
Company, Philadelphia, was chairman of the session which fea- 
tured addresses by Edwin B. George, economist, Dun & Brad- 
street, Inc., New York; and Martin Gainsbrugh, chief econo- 
mist, National Industrial Conference Board, New York. 

Mr. George declared that we are so accustomed to assuring 
each other that we must have full employment that we accept it 
as an article of faith rather than the subject of comparative val- 
ues that it really is. 


"Suppose, for example, that the issue lay between having 92 per cent. 
employment with general stability and 102 per cent. employment with a 
degree of inflation that burned out our bearings. Suppose that the issue 
is not the emotional one of insuring a dignified living for the marginal 
8 per cent. at high economic cost, but of insuring general health and vi- 
tality for the 92 per cent. Responsibility for the fringe would by no 
means be escaped, but the remedies would certainly be different. 

“While we have it in our power to achieve full employment, its lit- 
eral and continued maintenance would in all likelihood require a pattern 
of controls without parallel save in the World War II economics of 
countries such as Great Britain and, perhaps, Russia. Furthermore, be- 
yond a certain point, additional spending tends more to raise prices an 
wages than. to increase employment. In the war year 1944, it seems to 
have taken about 5 times as much spending to provide the last million 
man-years of employment as were required on the average to employ the 
whole labor force. 

“High and relatively sustained employment and output seems essen- 
tial to our present social and economic forms. Full employment, on the 
other hand, is desirable from many viewpoints, but evidence of its neces- 
sity, in my judgment is absent, and its cosis in terms of other basic ob- 
jectives lost can easily be prohibitive. 

“However well conceived and applied may be the instruments of any 
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plan underwriting ‘full’ employment, they cannot cope with the wage- 
price-employment dilemma which the present character of our labor mar- 
kets poses for us when the system is at ‘capacity. 'I am not pessimistic 
with respect to high employment itself. It would be possible in almost 
all conceivable circumstances to support demand at the point of high em- 
ployment through tax-variation or subsidy methods in conjunction with 
a compensatory public works program at low and medium levels of ac- 
tivity and a ‘spot’ spending policy at higher points. So long as prime em- 
phasis is put upon such instruments, not upon wage increases, as the 
means of bolstering demand, there need be little concern about perverse 
price behavior until we reach rather high range of output.” 


Mr. Gainsbrugh told the assemblage that if average weekly 
earnings are compared with the wartime peak, real weekly earn- 
ings in March, 1946, were fully 15 per cent. greater than in 
January, 1941. 

“We might gain perspective by looking back to the last period of full 
employment and stable prices in a voluntary, competitive market, namely 
the mid-Twenties,” he stated. “Such a comparison reveals that real earn- 
ings today are fully 50 per cent. higher than in the mid-Twenties, even 
after allowance not only for price changes but also for social security de- 
ductions and the prevailing rate of income taxes. If living standards have 
deteriorated, the dominant contributing factor is not failure of hourly 
earnings to move steadily forward, but rather the sharp bulge in prices 
paid by labor as consumers. 

“The cost of living, as best as it can be measured, is currently about 
55 per cent. higher than. prewar. Most of this rise has been confined to 
two major sectors of the index. Food alone has accounted for 57 per 
cent. of this total increase since January, 1941, and clothing for nearly 
19 per cent. Food is the largest item in the wage earner’s budget. It 
alone accounts for fully 70 per cent. of the percentage rise in. the cost of 
living since last June. This rise stems primarily from higher farm prices. 
It does not reflect excessive profits in the food processing or distribution 
field. Any substantial reduction in the cost of living must come largel) 
in the food sector and primarily in. prices paid to farmers. 

“Consumers have been led, or misled, to expect sharply lowered 


prices. The various experiments made by groups of retailers in certain © 


localities have disclosed that consumers rightly or wrongly expect cuts 
ranging not from 5 per cent. to 10 per cent., but from 25 per cent. to 
33 per cent. Their primary frame of reference is largely the prewar price. 
Although they recognize in many instances that the prices of the labor 
services they render to the economy have gone up, they still believe it 
warranted to compare the cost of today’s car with that of 1941, or to- 
day’s shirt at $3.95 with its counterpart of $1.60 prewar. 

"Few consumers would be willing to accept their income status of 
1939 as desirable; few distributors or manufacturers would prefer the 
business environment of 1939 to that of today. Certainly no farmer 
would wish to return to the depressed agricultural levels of that period. 
Yet through lack of perspective—and more particularly through lack of 
education by management—today's price tag is regarded as unwarranted 
and the price tag of a depressed era is held forth as a substitute. 

“Looking back to history for a guide to this question, we find that the 
cost of living during 1923-1929 was stabilized at a level about 70 per 
cent. higher than in 1914. The wholesale price index at the stabilized 
level of the Twenties was 45 per cent. above 1914. A year ago, I ven- 
tured to suggest that the wage increases of that period and other war- 
time distortions would boost the cost of living to at least 40 per cent. to 
50 per cent. above the prewar level. 

“Wartime distortions have not yet been corrected; the latest wage in- 
creases will add further to unit labor costs; promises of increased pro- 
ductivity through labor cooperation have not yet been fulfilled. When 
the new plateau in postwar price structure is finally achieved it will be 
substantially higher than prewar—possibly by as much as the estimate 
made last year, if not beyond. 

"A cut of prices to the prewar level would mean. a decline of $36 bil- 
lion in national income, even if production were raised 5 per cent. by 
the cut in price. Since the stimulus of higher prices has actually con- 
tributed a rise of only 2.2 per cent. in industrial production since last 
September, it is questionable whether a further gain of 5 per cent. in 
physical output at current capacity levels would eventuate under declin- 
ing prices. 

“It is also questionable whether the consumer would benefit to the 
degree he anticipates under a declining price level. True enough, prices 
will determine costs in this long-awaited buyers’ market—but costs also 
determine the structure of production. As prices decline, the various fac- 
tors of production will be shifting from the more profitable to less prof- 
itable operations. A declining dollar volume of national output will 
mean unemployment for some and a smaller share of a shrinking dollar 
pie for all. Do the family groups around the breakfast table this morn- 
ing really want lower prices—if lower prices mean shrinking payrolls? 
Wage rates might be protected by legislation or by monopoly labor or- 
ganizations, but the realities of economic arithmetic would still prevail 
in the form of rising unemployment. 

“Lower prices are often sponsored as an antidote to wartime debt in- 
flation. But would there be greater confidence at home or abroad in the 
American dollar with a national product valued at tens of billions less 
than our prevailing total? Our present tax burden, federal, state and 


local, is equivalent to a fourth of the market value of all the goods and 
services we produce. Because of fixed government commitments for req. 
sons of military and national security, a shrinking national output would 
mean an even more oppressive burden of government costs and social 
overhead than we now carry. 

“Traditionally—and logically—the expansion of capital facilities has 
been most marked in periods of rising or stable prices. Declining prices 
would shut off the required expansion of capacity required for an orderly 
correction of high prices of shortage items. The outlook would be less 
foreboding if price reductions were to come by steps, gradually, in vayj. 
ous sectors of industry and in at least a semi-orderly fashion. Lower 
prices so achteved would arise from market forces and would root out 
the basic causes of the present price dilemma. Such reductions would 
meet the price problem head-on through a better balance of supply and 
demand. Consumers would again become satisfied that they were receiv. 
ing fair value for their dollars. Standard models would appear on the 
market, in addition to today’s deluxe, top-bracket lines. Competition on 
the basis of steadily improved quality and appearance might again. reas- 
Sert itself. 

“But such a price transition requires time, patience and confidence. It 
thrives upon a favorable environment, both in and out of Washington. 
It must be accompanied by a full-scale, continuing program of consumer 
education. At the moment, consumer and business expectations are 
clouded by the fear of disorderly, runaway price cuts. Just the right 
amount of deflation may be as hard to accomplish as was a little infla- 
tion.” 





NEW HORIZONS FOR CONTROLLERSHIP 








(Continued from page 349) 





running order, is to make it function most efficiently in its use of men, 
machinery and materials. The way to convince men of its utility is to 
make it out-produce, for the benefit of the whole people, the systems set 
up by communism, socialism, or collectivism of any type. Success in this 
endeavor will avoid inflation and the restriction of production and sales 
by high prices. 

With the growing complexity of our sprawling industrial empires, and 
the increasing size of individual enterprises, top management must be 
further and further removed from operation. Management decisions must 
vest upon factual data supplied by assistants. 

The controller's job, in modern business, is to correlate and digest that 
information, and to present facts concisely to management which will al- 
low sound decisions to be made. 

In this work there is a challenge and opportunity for the controller, 
for by skillful effort he may assemble and submit the precise set of facts 
necessary for management to guard this system of free enterprise we 
prize so highly. 

It is with the hope of adding to the store of knowledge of the men 
engaged in this profession. that this Sixth Annual Pacific Coast Confer- 
ence is being held.” 


Various special events on Saturday evening and Sunday 
closed one of the most successful West Coast conferences. 


World Accounting Standards Foreseen 

From the operations of the International Fund there is ex- 
pected to develop one substantial result having no connection 
with the main business of the fund, but of inestimable value to 
development of international understanding. That is the here- 
tofore unremarked fact, points out “The New York Times,” 
that the fund cannot function without some uniformity in the 
manner in which nations cast up their balance sheets. 

The fund has no authority to require that any member na- 
tion put its business on a uniform basis of accounting. Neither 
does it plan, according to Camille Gutt, executive director, to 
endeavor to enforce such a plan on the member nations or 
eventually on all countries. 


Yet any country which wishes to use the assistance of the’ 


fund in obtaining needed foreign exchange—and that means 
virtually every country except the United States and Canada— 
must supply detailed reports of its affairs in answer to a unt 
form sertes of questions. 

As the fund’s operations continue, the normal result expected 
by economists is that many countries, and particularly smaller 
ones, which heretofore have had no very accurate system of a- 
counting for their economic affairs will develop methods akin 
to those used by the larger ones. The optimum expected for the 
long future is a situation under which fiscal officers of all coun- 
tries can exchange information on the basis of mutually under- 
stood balance sheets. 
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National Payroll Machine at Jenkins Bros., Bridgeport, Conn. 


Or you might save even more! In any event, you 
will want to know about the experience of 
Jenkins Bros., makers of the famous Jenkins 
Valves and mechanical rubber goods, who 
recently wrote us: 

“Since the installation of a National Payroll 
Machine a year and a half ago, we have reduced 
our payroll department costs 30% with greatly 
increased efficiency. Prior to the installation, we 
had great difficulty in meeting the pay date; 
now we have One day and a half per week for 
payroll distribution purposes. 

‘Figures accumulated each week in running 
the payroll are used to expedite the quarterly 
social security and withholding income tax 
reports. 

‘““We also use National machines for accounts 
payable, all distribution work, and stock record 
keeping. On these same machines, we post our 
general ledger and all subsidiary records.” 

These National Payroll Machines prepare a 
pay check, or pay envelope, showing in clear, 
printed figures the gross amount of pay, the 
specific amount of each deduction, and the net 
amount of pay. In the same operation, they 
simultaneously produce a complete payroll 
summary and detailed employees’ earning record. 
Labor cost analysis can also be carried out on 
these same National Payroll Machines. 

Let your National representative study your 
needs, and then make recommendations. 

The National Cash Register Company, 
Dayton 9, Ohio. Offices in principal cities. 





The National Cash Register Company 





Wage Incentive: Individual or Over-all? 


INDIVIDUAL PLANS 

Excerpts from an address by W. R. Wright, 
partner, Stevenson, Jordan and Harrison, New 
York. Presented at the Midwestern Spring 
Conference of the Controllers Institute of 
America, May 19, 1947. 

Today, most of your workers believe 
that we can produce less and still in- 
crease our standard of living by taking 
it away from the rich, and many of your 
workers believe that any employer who 
makes a profit on his business is by that 
fact proven a Shylock and a Simon Le- 
gree. 

As a result of this, today’s conditions 
could not produce a Henry Ford. To- 
day’s conditions will probably not pro- 
duce a much higher standard of living. 
We must first return to the basic prin- 
ciples that made us the greatest nation 
in the world. If we are to maintain our 
claim to world leadership, we must have 
incentives that will make men want to 
produce. 

Many feel that the American worker 
will only go back to work after a long 
period of serious unemployment, a dras- 
tic reduction in standard of living, and 
a good many empty stomachs. In short, 
they feel that a full-fledged depression 
is necessary to get increased production 
levels. This is a dangerous remedy, be- 
cause Business would be blamed for the 
depression, and the economic chaos 
would be an invitation for the Com- 
munists or Fascists to take over. 

There is a much better way to get 
production. Individual incentives did it 
before. A return to individual incentives 
will do it again. I believe that a broad 
program of incentive management can 
be developed which will make the 
American worker eager to work, be- 
cause he will see that through his labor 
his living conditions are directly im- 
proved. 

This is not wishful thinking. I see 
evidence every week from the reports 
of our staff engineers that more and 
more workers are coming to realize that 
they must produce more in order to re- 
ceive higher real wages; also that more 
and more executives are actively pro- 
moting the introduction of sound in- 
centive plans in order to implement this 
changing attitude on the part of the 
workers. The most striking evidence, 
however, is the recent Gallup Poll on 
piece work. This poll showed that over 
two workers approve of piece work for 
every worker who disapproves, and the 
thinking of union members on this 
question does not differ greatly from 
the rest. 

The future trend of compensation 
must be toward more direct incentives 


to production. Since we have lost much 
of the over-all incentive in our free en- 
terprise system, we must make up for 
it by increasing the application of direct 
incentives. 

Today there is a tendency for man- 
agement to look for a panacea in over- 
all incentive plans which will be accept- 
able to the unions. This is self-delu- 
sion; there is no such panacea. If you 
can’t lay your cards on the table and tell 
your workers that you can only pay 
them more if they produce more, and 
then implement this with a plan that 
demonstrates this direct relation, no 
sugar-coated profit-sharing plan is go- 
ing to get results. James F. Lincoln, 
whose over-all incentive plan is prob- 
ably the most productive of any in effect 
today, found that his first broad profit- 
sharing scheme was considered pater- 
nalistic by the workers, and it was 
promptly discontinued. He says, ‘‘Piece 
work is the only proper way to pay for 
production,” and his present over-all 
bonus plan is geared to that promise. 

It seems inevitable that, after a few 
false starts, industry generally is going 
to come to direct-measured incentives 
as the most effective means of increas- 
ing productivity. As far as possible, 
these will be individual-measured incen- 
tives. Group incentives will, of course, 
be applied where individual production 
cannot be measured, as on a sequential 
assembly conveyor. But even incentive 
plans for indirect workers and keymen 
will be on a measured productivity 
basis. 

The War Production Board analysis 
of new wage incentive plans installed 
during 1944 showed that, on the aver- 
age, production per man-hour increased 
about 40 per cent. in the first 90 days of 
operation. In that same period, wages 
increased an average of 15 to 20 per 
cent., and costs declined 10 to 15 per 
cent. 

The basic fundamentals of a success- 
ful incentive plan are accuracy, simplic- 
ity and honesty. In short, the measur- 
ing must be precise; the plan must be 
so simple that each worker can know at 
the end of each day, from his own fig- 
ures, just how much he has earned—and 
the rate set on a job must be regarded 
as a sacred contract that cannot be 
changed by management, no matter 
what happens to earnings. A ceiling on 
earnings is an admission of lack of con- 
fidence in your accuracy. Such a ceiling 
saves you nothing in direct wages. It 
simply eliminates the possibility of get- 
ting full production on jobs with 
‘loose’ rates and encourages “loose” 
rate setting. 
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The application of these Principles 
gives an opportunity for each one of us 
to contribute to the return of produc. 
tivity through individual incentives, 
Each new application of those funda. 
mentals is a step forward along the 
path that made the United States the 
greatest producing nation the world has 
ever known. Finally, each application 
pays off in your own profit and loss 
statement. 


OVER-ALL PLANS 


Excerpts from an address by George W. 
Chane, Ernst & Ernst, Boston. Presented at 
the Midwestern Spring Conference of the Con- 
trollers Institute of America, May 19, 1947. 


Any incentive plan should have a 
basic philosophy of obtaining complete 
cooperation of each and every employee 
within the plan, while providing the 
highest wage structure consistent with 
sound economic practice. What is 
needed is a simple, effective incentive 
plan that can be applied to each and 
every worker. Such a plan would not 
only eliminate unfair differentials in 
earnings between people, but would of- 
fer a new opportunity to the average 
worker to make an all-inclusive contti- 
bution to his company. Management, 
on the other hand, would be able to ob- 
tain more complete control of labor 
costs, both direct and indirect. 

It has been common practice to place 
on incentive those employees who 
largely work on repetitive jobs. Indi- 
rect employees who service the direct 
producers are more often than not left 
completely out of the incentive plan. 
This means a differential in earnings be- 
tween day workers and incentive work- 
ers. Such occupations as maintenance 
employees, inspectors, tool crib attend- 
ants, and the like, are not participants. 
This condition prevents management 
from obtaining complete effectiveness. 

Many incentive plans currently in use 
are deficient in several respects. Very 
rarely, for instance, are standards within 
a plant consistent enough to reflect the 
proper earning differentials between 
employees—which is especially true in 
plants where individual incentives, such 
as piece work, prevail. Again, some em- 
ployees are given the opportunity to 
earn incentive premiums, while a sub- 
stantial number only receive a straight: 
time wage rate per hour. Also, in many 
instances, the utilization of machinery 1s 
not taken enough into consideration 
when establishing standards of perform- 
ance—and low utilization of machinery 
and equipment is one of the most im- 
portant factors contributing to high 
costs in industry today. 
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In many cases the production of de- 
fective items has been excessive, indi- 
cating a poor control of quality. While 
there will always be a few workers who 
attain high proficiency under individual 
incentive plans, the majority will not be 
able to attain this high effectiveness, but 
will strive to do so—and the quality of 
the product may be adversely affected. 
Individual incentive plans also tend to 
involve too many standards of perform- 
ance, and the resulting bookkeeping and 
policing make it extremely difficult to 
keep the plan simple. Many incentive 
plans are so complicated that the fore- 
men themselves cannot adequately ex- 
plain the fundamentals to the workers. 

There appears to be room for im- 
provement toward obtaining greater co- 
operation and teamwork among em- 
ployees. When the latter are paid solely 
for what they produce as individuals, 
they are not likely to develop a com- 
munity spirit, nor will they assist each 
other when such assistance is needed. 
Management also tends to let incentives 
solve the problems which management 
itself should overcome, through im- 
proved methods and better production 
engineering programs. 

Of course, it is difficult to outline a 
detailed plan which will cover all fac- 
tory situations. Under such a plan, 
however, it makes little difference 
whether the employees work on direct 
labor or indirect labor, whether they 
work in the maintenance department or 
the payroll department. Standards of 
performance are established for all the 
work that needs to be done. In setting 
up the plan, the plant is first divided 
into work centers or production centers 
—which can be defined as a group of 
employees performing work of essen- 
tially the same character. The perform- 
ance of the work centers is indicated in 
a performance report, either daily or 
weekly. The basis for payment is by 
work center, or by total plant, or by a 
combination of both. 

In very small organizations it may be 
possible to select one production index 
by which the entire plant may be meas- 
ured. In any event, adequate standards 
of performance must be established 
either on a plantwide basis or by work 
center, or by operation—or by combina- 
tion of both. Standards of performance 
for indirect labor operations should also 
be developed. The objective is to give 
all of the employees an opportunity to 
improve their general effectiveness so 
that management can afford to pay even 
higher wages than exist today. At the 
same time, the plan should be accom- 
panied by good planning and schedul- 
ing, better use of proper tools and 
equipment, a program of consistently 
improved methods, and a general at- 
mosphere of pleasant working condi- 
tions and surroundings. 
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Some of the benefits of an all-inclu- 
sive incentive plan are as follows: 


1. All employees are included in the plan. 

2. It is essentially a profit sharing plan based 
on the items which can be controlled instead 
of on a financial profit position of the company. 

3. It provides a means of community action 
whereby the employees have an incentive to 
help each other. 


4. It maintains a sound wage rate structure 
by preventing serious distortions in employes 
incomes. 

5. It is simple to operate and, therefore, can 
be applied and understood by everyone at a 
minimum of cost. 

6. It enables Management to determine the 
effectiveness of each work center in the total 
plant instead of the effectiveness of a few 
people. 


U.S. Stake in World-Wide Trade 
Restoration Is Depicted 


The restoration of world-wide trade is 
of special advantage to the United States 
today, just as it was to Britain’s interest 
in the 19th Century, declare Gloria Wal- 
dron and Norman S. Buchanan in Amer- 
ica’s Stake in World Trade, a Public Af- 
fairs Pamphlet issued recently. The 32- 
page pamphlet contains the first public 
announcement of the findings in Rebuild- 
ing the World Economy: America’s Role 
in Foreign Trade and Investment, a new 
comprehensive survey made by the Twen- 
tieth Century Fund. 

“American industry is in a strong com- 
petitive position in the world market to- 
day,” the authors point out. ‘Few coun- 
tries besides ourselves can supply manu- 
factured goods to the world market. .... 
A flow of foreign investment from more 
advanced countries to aid the develop- 
ment of more backward areas is essential 
if trade is to be increased substantially.”’ 

On the question of ‘‘protecting’ do- 
mestic industries while expanding foreign 
trade, the pamphlet recommends an or- 
derly, gradual series of tariff reductions 
together with a protection policy that 
does not curtail imports. Instead of im- 
posing tariffs, governments should help 
those who are injured by foreign compe- 
tition directly by such measures as guid- 
ing new workers away from shrinking 
industries, by providing retraining facil- 
ities for those engaged in declining in- 
dustries, and by temporarily guaranteeing 
incomes during a shift in occupations. 

“The most immediate problem,’ ac- 
cording to the pamphlet, “is to get the 
devastated, war-exhausted countries back 
on their feet. The re-establishment of a 
world-wide trade system is impossible un- 
til that is done. Inflation must be con- 
trolled, currencies must be stabilized, in- 
dustrial facilities restored, and working 
capital made available.” 

“Once rehabilitation has been com- 
pleted and some political security achieved, 
two vital problems will still confront us. 
First, we shall have to cope with the ques- 
tion of economic stability—how to keep 
employment high at home and in other 
countries. Second, we shall have to change 
our attitude toward imports.” 

Possible conflicts are seen arising be- 


tween national full-employment policies 
and policies to promote international 
trade. To avoid these, a successful coor- 
dination of national full-employment pol- 
icies is suggested—possibly through the 
Economic and Social Council of the 
United Nations. Such cooperation would 
reduce the need for restrictive trade meas- 
ures and enable an expansion of world 
trade and sustained full employment to 
proceed hand in hand. 

“Nearly everyone would be better off 
in this country,” the authors point out, 
“if greater imports were permitted. Most 
of us would buy more British woolens, 
Swiss cheeses, French wines and per- 
fumes, and Belgian laces if the tariff 
didn’t make them so expensive... . . If 
we want to sell abroad, we must bu) 
abroad. If we want our foreign invest- 
ments to be profitable, we must buy 
abroad. Until the American people recog- 
nize and accept this basic economic fact, 
no foreign country can be expected to 
take our sermons on international eco- 
nomic cooperation very seriously.” 

The Twentieth Century Fund’s Com- 
mittee on Foreign Economic Relations— 
composed of such eminent men in busi- 
ness, education, and labor as Winfield W. 
Riefler of the Institute for Advanced 
Study at Princeton, Percy W. Bidwell, 
Director of Studies at the Council on 
Foreign Relations, Kermit Eby, the CIO's 
Director of Research, Paul G. Hoffman, 
President of the Studebaker Corporation, 
Joseph C. Rovensky, Vice President of 
the Chase Bank, Theodore W. Schultz, 
Professor of Economics at the University 
of Chicago, and Robert J. Watt, Inter- 
national Representative of the AFL— 
sums up the advantages of a multilateral 
trading system this way: (1) It will per- 
mit us to maintain a free economy;. (2) 
reduce international friction; and (3) 
contribute to higher and more varied 
standards of consumption. 

America’s Stake in World Trade, by 
Gloria Waldron and Norman S. Bu- 
chanan, is Pamphlet No. 130 in the series 
of popular, factual, twenty-cent pam- 
phlets issued by the Public Affairs Com- 
mittee, Inc., nonprofit educational organ- 
ization at 22 East 38th Street, New York. 
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I940 was 20 years ago ! 


In office methods, we mean. Busy war plants just couldn't be bothered with the happy- 


go-lucky systems of pre-war days, when skilled office help was abundant and costs were low. 


So methods advanced twenty years almost overnight—card records were 





put on wheels . . . locked-in ledger sheets were slipped into V-line slots instead . . . 


FLEX-SITE... Visible Binders 
offer large visible margins 
for wide range of record sizes. 


dog-eared inactive records were filed in sleek steel containers stacked ceiling-high . . . 
permanent records were microfilmed and valuable storage space released. All over 


the office, even out in the plant, record keeping was shifted into high gear! 


Today’s problems of personnel, of floor space, and of prolific record-keeping are 
no less acute than those of the busy war years just passed. 


Peacetime industry cannot return to a pre-war office overhead schedule. 





ait) icdibaaphans With so many Diebold modern aids to office efficiency available right now, there is 


provide automatic working , F d 
“V" throughout. Eliminate no longer a need to battle growing office overhead costs with outmoded weapons. 
compressors... keep ledgers : ‘ A R . Poa 

in order. . . stuff easily. Your Diebold Man can quickly bring you important news about fitting the 


right equipment to the job—rotary, vertical, visible files or microfilm— 
can show you ways and means to meet your current office problems. 


There are Diebold Branches or dealers in all principal cities. 





MICROFILM e ROTARY, VERTICAL AND 


\ 
. 
VISIBLE FILING EQUIPMENT e SAFES, 
CHESTS AND VAULT DOORS e BANK 
VAULT EQUIPMENT e BURGLAR ALARMS 
PEC" eo Re eee Penne 8 
e HOLLOW METAL DOORS AND TRIM 


TRA-DEX ... Vertical Visible 
Files with 3-way visible mar- 
gins give facts at a glance. 


Canton 2, Ohio 





FLOFILM... A self-contained micro- 
film process. Micro-film can be 
finished one hour after exposure. 






CARDINEER... Rotary Card File 
speeds reference and posting... 
maintains control at minimum cost. 
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Methods Analyst 
Major oil company in New 


| York City has vacancy for experi- 


enced man capable of analyzing, 
developing, and installing office 
systems and procedures. Appli- 
cant must be university graduate 
with degree in Business Adminis- 
tration or Commerce and Finance. 
Ability to prepare impartial and 
persuasive reports is also essen- 
tial. Please furnish complete in- 
formation regarding education, 
experience, marital status and 
salary desired. Replies confiden- 
tial. Address: Box 714, “The 
Controller,” One East Forty-Sec- 
ond Street, New York 17, New 
York. 
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| 
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Accountant 


University graduate with degree 
in Business Administration or 
Commerce and Finance. Some 
business experience essential. To 
qualified man, major oil company 
in New York City offers position 
with opportunity for advance- 
ment. Please furnish complete in- 
formation regarding education, 
experience, marital status, and 
salary desired. Replies confiden- 
tial. Address: Box 713, “The 
Controller,” One East Forty-Sec- 
ond Street, New York 17, New 
York. 








POSITION OPEN 











Assistant to Controller 


Nationally known pharmaceutical manu- 
facturer has opening for man capable devel- 
oping controller status. Prefer man with 
pharmaceutical or like experience, particu- 
larly in systems and procedures; also intimate 
knowledge domestic and foreign credits and 
collections. Address: Box 710, “The Control- 
ler,” One East Forty-Second Street, New 
York 17, New York. 





POSITIONS WANTED 











Controller—Executive Accountant 


Executive accountant presently employed 
offers: ten years of heavy industrial and diver- 
sified experience in executive capacity, func- 
tioning as part of top management group, 
and five years of public accounting experi- 
ence as supervising senior. Practical experi- 
ence includes executive committee, financial, 
and organization planning; development of 
manufacturing expansion, and cost reduction 
programs; developing, analyzing, and inter- 
preting costs, budgets, inventory control, cost 
control, all phases of general accounting, in- 
ternal auditing, systems procedures, taxes, fi- 
nancial, and cost reports. A certified public 
accountant. Age 43. Salary $12,000. Address: 
Box 698, “The Controller,” One East Forty- 
Second Street, New York 17; New York. 


Controller—Treasurer 


Certified public accountant presently en- 
gaged as controller—treasurer of a manufactur- 
ing company in the middlewest desires employ- 
ment in Los Angeles, California. Eighteen years 
of business experience with manufacturing 
companies covering complete responsibility for 
all phases of accounting and cost, preparation 
of financial statements, contacts with financing 
institutions and board of directors. Well versed 
with government accounting procedures. Age 





Controller Available 


President of corporation seeks to place able controller who prefers Chicago 
or West to New York. Extensive accounting and financial experience with 
large corporations, including four years public accounting, five years internal 
auditing, twelve years controllership; C.P.A., college education, age 42. If 
you have a real opportunity for an exceptionally qualified man, please write 
me. Inquiries will be received in confidence and given my personal attention. 
Address: Box 709, “The Controller,” One East Forty-Second Street, New 


York 17, New York. 








Controller Wanted 


College graduate—between 35 and 40 years of age—Pleasing appearance 
and personality—High degree of imagination and analytical ability—Expert 
general and cost accountant familiar with metal working and_assembly opera- 
tions—Experienced in office management, credit, taxes, and insurance matters 
—Good working knowledge of IBM procedures—Develop and direct cost | 
system, budgetary control and operation analysis—May anticipate early pro- | 
motion to Treasurer after demonstration of real executive ability—Salary 
open—All replies will be held in strict confidence—Address: Personal atten- 
tion of: M. C. Emery, Executive Vice President and Treasurer, Bulldog Elec- 
tric Products Co., Box 177, Detroit 32, Michigan. 














42. B.S. degree from Ohio State University, 
Certified in Ohio, Indiana and under the Ameri. 
can Institute. Salary desired, $10,000.00, how- 
ever may be commensurate with business oppor. 
tunities. Address: Box 711, “The Controller.” 
One East Forty-Second Street, New York 17. 


Assistant Controller 


Desires position as assistant controller jn 
progressive organization employing modern 
management methods. Excellent educational and 
experience background in industrial and public 
accounting, including general accounting and 
supervision, job and standard costs, state and 
federal taxes, preparation of reports, develop. 
ment and installation of accounting methods 
and systems. Thorough understanding of budg- 
ets, analytical control, and interpretation and 
translation of figures into figure-facts for man- 
agement. Age 29, college graduate, certified 
public accountant, family. Location secondary 
to opportunity. Detail résumé available. Ad- 
dress: Box 712, “The Controller,” One East 
Forty-Second Street, New York 17, New York. 


EPTC Explains Meaning of “Inadequate 
Standard of Normal Earnings” 


The Excess Profits Tax Council an- 
nounced on June 2, that the Bulletin on 
Section 722 of the Internal Revenue 
Code (G.P.O. printing November, 
1944), is amended by adding the fol- 
lowing paragraph at the conclusion of 
the discussion under the heading “(D) 


General Principles” (Bulletin, Part I 
(D), p. 6): 

The term ‘standard of normal earnings’ in 
section 722(b) is synonymous with the term 
“fair and just amount representing normal earn- 
ings” in section 722(a). Accordingly, there is 
in principle no test of whether “average base 
period net income is an inadequate standard of 
normal earnings’ other than a comparison of 
average base period net income and construc- 
tive average base period net income. In this re- 
Spect, a taxpayer 1s not required to prove more 
than that an excess of normal earnings over 
average base period net income was caused, in 
whole or in part, by a section 722(b) factor. 
But a taxpayer which has established the exist- 
ence of one or more of the factors set forth in 
section 722(b)(1), (2), (3), (4), or (5) may 
be denied relief without a detailed and exact 
determination of normal earnings when it is 
clear that without such a determination normal 
earnings would not exceed average base period 
net income. Instances of such a situation in- 
clude the following: 

(a) Where the section 722(b) factor had no 
effect actually (or constructively) upon base pe- 
riod income or base period earning capacity. 

(hb) Where the effect of the section 722(b) 
factor is offset by an adjustment permitted un- 
der section 711(b)(1) or section 713, in de- 
termining average base period net income, 
whether or not related to the section 722(b) 
factor. 

(c) Where the effect of the section 722(b) 
factor is offset by the effect of some other fac- 
tor for which an adjustment is required in de- 
termining normal earnings. 

(d) Where the taxpayer used a credit based 
on invested capital and the effect of the 722(b) 
factor would not be sufficient to result in a 
larger credit. 


Any provisions of the Bulletin incon- 
sistent with the foregoing are to be 
deemed modified, amended, or revoked 
to the extent necessary to eliminate such 
inconsistency, it was stated by Charles 
D. Hamel, Chairman of the Council. 
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“Substantial Detriment Rule” 
in Commitment Cases 


(1) The Bulletin on Section 722 of 
the Internal Revenue Code, in its treat- 
ment of commitment cases, provides 
hat a qualifying commitment should 
meet all of three tests, the last of which 
reads as follows (G.P.O. Printing, Nov. 
1944, Part V, Subpart I, Par. C(3), p. 
§8): 

(3) No Withdrawal Without Substantial 
Detriment 

“The commitment should be of such nature 
that it will not permit the taxpayer to with- 
traw without substantial detriment. Negotia- 
jion prior to a contract for the purchase of 
{uilities, or payment of a nominal fee for a 
construction permit would not be sufficient.” 
The Bulletin has been amended, the Ex- 
cess Profits Tax Council stated on May 
22, by striking out the provisions 
quoted above in this paragraph and by 
inserting in lieu thereof the provisions 
of paragraph (2) of this E.P.C. (15). 

(2) Progress to the point where the 
taxpayer could not withdraw without 
substantial detriment may be given sub- 
stantial weight in determining whether 
or not taxpayer has committed itself to 
acourse of action prior to January 1, 
1940, locking to a change in capacity 
for production or operation. On the 
other hand, commitment claims are not 
to be rejected solely on the ground that 
taxpayers which have otherwise com- 
plied with all of the essentials in com- 
mitment cases may, nevertheless, be in a 
position where they might have with- 
drawn without substantial detriment 
prior to January 1, 1940. For example, 
it may well be that a taxpayer near the 
end of the base period adopted a clear, 
definite, and unequivocal course of ac- 
tion but did not have sufficient time 
prior to January 1, 1940, to progress to 
a point from which it could not with- 
draw without substantial detriment. 
Under such circumstances, there is no 
teason to deny appropriate relief on the 
theory that the taxpayer might have 
been able to withdraw without substan- 
tial detriment. If, however, the taxpayer 
asserts that it committed itself to a 
course of action well in advance of the 
end of the base period and if under or- 
dinary circumstances, and in the light of 
conditions then applicable to the tax- 
payer, it might have been expected to 
have progressed prior to the end of the 
base period to a point from which it 
could not have withdrawn without sub- 
stantial detriment, its failure to progress 
0 such point prior to January 1, 1940, 
may be given consideration in determin- 
ing whether taxpayer has in fact com- 
mitted itself. 


* * e 


_ About 40 per cent. of the communities 
nthe country do not have building codes. 
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The Bohn Aluminum & Brass 
Corporation of Detroit machines a 
wide variety of metals for thousands 
of industrial applications. Each job 
is a precision job—determined by 
highly exacting specifications. It 
takes alert management, constant 
supervision by informed engineers 
to keep scrap costs down where 
they belong...to combine high 
standard, precision production with 


economy of operation. 


Boun uses McBee Keysort to 
control scrap costs...to furnish 
daily scrap reasons to both Cost 
and Recovery Departments. Bohn 
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cuts scrap costs 


with Keysort 
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engineers are enabled to correct 
immediately the machine, metal, 
die or operation responsible for 
failures. Bohn management has 
the facts which permit intelligent, 
planned control ofmany and diverse 


manufacturing processes. 


Economicat, easy to install 
and operate, McBee methods get 
the facts to management faster, in 
usable form...save money...speed 
production ... safeguard efficiency 
... streamline systems. If you are 
interested in knowing your own 
business better... better get in 


touch with a McBee man. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N. Y... Offices in principal cities 
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Reviews of Recent Publications 








A Review and Forecast 


THE GUARANTEE OF WORK AND 
WAGES. By Joseph L. Snider, School of 
Business Administration, Harvard Univer- 
sity, Division of Research, Cambridge, Mass. 
In the nascent science of human-relations- 

industry, there is no more intriguing specula- 
tion in personnel administration than the pos- 
sibility of a continuing and stable employee 
group. Not only would there be the tremen- 
dous saving of interviewing, testing, hiring, 
induction, and training, but a much happier 
and more satisfied personnel. The satisfaction, 
however, to management, in a_ thoroughly 
trained and dependable work force, would be 
much greater, and there is no doubt that com- 
panies that have been able to put in a guar- 
antee-of-work-and-wages plan have enjoyed an 
uplift in morale. 

Professor Snider achieves clarity of perspec- 
tive at the outset by emphasizing work as well 
as wages, and establishing as a basic issue long- 
range job security and continuing regularity of 
work and wages rather than a “guaranteed an- 
nual wage.” 

There is quite a bibliography on this subject, 
listed by the Economic Research Department 
of the Chamber of Commerce of the United 
States, and the book subject of this review is a 
valuable addition to the body of knowledge al- 
ready available. The controller who is a part 
of, or is close to, management would do well 
to read this book. It will be of value to him as 
a reference book. 

This book is not written alone from the 
standpoint of a controller or management of 
business, but is intended as a contribution to 
the general thinking of economists on this sub- 
ject as well as the subject of Business, Govern- 
ment and Labor. Therefore, part of the busi- 
ness research—particularly that part that would 


come within the province of a controller— 
might appear to spell out, in a rather primary 
manner, matters that to him would be ordinary 
routine. 

Regardless of anyone’s agreement or disagree- 
ment with the conclusions reached by the au- 
thor, it must be conceded that his presentation 
of facts is fair and indicative of a very thor- 
ough job of research. 

The book is small and handy, containing 
only 181 pages, and is divided into three dis- 
tinct parts: 


PART I—EXPERIENCE WITH GUAR- 
ANTEE OF WORK AND WAGES: 

This section, consisting of seven. chapters, 
covers the principal plans now in effect. While 
these are probably well known to most control- 
lers, the author's arrangement and his com- 
ments are well worth while, even if you have 
already included the full text of the original of 
these plans in. your study of the problem. A 
chapter is also devoted to a story and comments 
on guaranteed plans that have been discon- 
tinued, together with the author’s conclusion as 
to the reasons for failures. 


PART TI—NEXT STEP TOWARDS SE- 
CURITY OF WORK AND WAGES: 


This is Professor Snider's short-term plan of 
things that are necessary to be done now. He 
addresses a chapter on. Maragement’s and La- 
bor’s past and present attitudes to job security 
and what future steps they should now take 
towards greater guaranteed work and wages. 
His statement of their attitude and position is, 
in the main, fair, and the methods that are sug- 
gested as necessary for current activation as a 
short range motivation to the “ultimate,” are 
well stated. In his last chapter under this Part, 
however, there will be certain conclusions 





Now Available! 


Organization Charts 





“The Organization of the 
Controller's Office” 


Bulletin Four of the Committee on Education, Controllers Institute of 
America, digests the “case histories” of 30 companies, in all sections of the 
country and of varied size. A partial list of contents includes: 


Duties of the Controller’s Office 

Number of Employees in Office and Company 
Total Yearly Expenditures of Office 
Authority of the Controller 

Delegation of Authority 

Centralization or Decentralization 


$1.50 the copy—Remittance with order requested. 


Controllers Institute of America 
One East Forty-Second Street, New York 17, N. Y. 








reached by the author that are probably too fay 
removed from the concept of a free enterprise 
economy to be acceptable at this time to capj. 
talistic thinking. 


PART III—LONG-RANGE OBJECTIVES 
AND LONG-RANGE MEASURES FOR 
EMPLOYMENT: 


Quite a lot of this particular chapter is de. 
voted to a statement of the evil effect unem. 
ployment has on morale, health and the ng. 
tional economy, and to an. argument that q 
guarantee of work and wages is the only possi. 
ble alleviating factor. That many great social 
benefits would follow such a plan, has been 
often stated by previous writers and speakers 
for industry, and there is also a possibility that 
guaranteed work and wages would be a conti. 
bution. to the prevention of depressions. Profes. 
sor Snider warns the reader to keep in mind 
the difference between the long-range and the 
short-range objectives: “The only way to reach 
the ultimate is to achieve one by one the near. 
term objectives” first. He emphasizes the need 
of many changes in attitude, methods and phi- 
losophy on the part of Business, Labor and 
Government to bring about, not only guaran. 
teed annual wages and work, but a permanent 
situation of stability of employment. Whether 
it is necessary to have a more stable economy 
before the extension of wage security is prac- 
tical, or whether the extension of wage security 
will bring about stability of economic condi- 
tions, is not explored to any extent. He brings 
up some rather new and startling concepts which 
are somewhat contrary to the every-day princi- 
ples of economics—particularly that customers 
should pay sufficiently high prices to permit the 
seller to set aside reserves to take care of the 
normal work force in bad times. Contrariwise, 
right now, we are being told by the President 
and some economists that the greatest one thing 
that industry can. do towards stabilizing na- 
tional income is to cut prices. While Professor 
Snider states that this wage reserve plan would 
be an effective aid towards the reduction of 
cyclical fluctuations, the Council of Economic 
Advisers to the President did not include a sin- 
gle word in the December report to the Presi- 
dent on the concept of a guaranteed annual 
wage or guaranteed employment, nor did the 
President mention this as a measure to be de- 
sired in his January report to Congress. Yet it 
is generally conceded that the Council of Eco- 
nomic Advisers to the President of the United 
States is the present outstanding authority on 
basic economic fundamentals of employment, 
production, purchasing power, prices, wages 
and profits. It has as a major function the study- 
ing of ways and means of preventing depres- 
sions. Depressions account for 90 per cent. of 
mass unemployment. 


COMMENTS BY REVIEWER: 


Commenting directly as far as my own reac- 
tions are concerned, I can again state that this 
is a matter that is coming in for more consid- 
eration in the future, and it is certainly worthy 
of the best thought on the part of the contro- 
ler. Preparation now will pay him future divi- 
dends in his executive conferences with his 
management. I feel, however, that business has 
not been given quite the credit it deserved to 
date in its efforts to stabilize employment. Cer- 
tainly the guaranteed plans that are now in 
effect are not the results of the efforts of labor 
unions, governmental bureaucrats of college 
professors, but were definitely the brain chil- 
dren born and nurtured by industry. I also feel 
that Professor Snider is not fully aware of the 
extent to which research has been conducted by 
the typical company and preliminary steps 10 
job stabilization, such as advance notice of lay- 
offs, termination wages, and such, already put 
in effect by hundreds of companies. Industry 
certainly has not only publicly stated its ap- 
proval of stabilization of employment and a 
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arantee of work and wages, as set out in 
Professor Snidet’s book, but has repeatedly, in 
its magazines, emphasized the social aspect of 
guaranteed wages.’ vs 

Practically every week some additional strides 
are made by industry in the adoption of plans 
containing many of the features set out by Dr. 
Snider in his book.’ The wage-paying capacity 
of a company, after all, depends upon the 
solvency of the enterprise, and it is rather diffi- 
cult for a business man to adopt the concept 
that a bankrupt concern should have its assets 
distributed equally among its creditors and with 
jabor, thus paying labor for what it had not 

rformed, as this book advocates on pages 131, 
132, and 133—excerpts of which read as fol- 
lows: 


* * * Wage earners should have at least 
as much security as those who supply capital 
to industry. 

There is at present no group of workers in 
the typical business enterprise which has the 
high degree of security enjoyed by the hold- 
ers of the bonds of the enterprise or by the 
banks which have lent it money. 

Moreover, except for back wages, the 
workers have no claims on the assets in case 
of the liquidation. of the business as have 
bondholders and creditors. 

A worker who has spent a considerable pe- 
riod of years with a particular business enter- 
prise should be at least as secure with regard 
to his job, and as well protected in case of 
company liquidation, as is any bondholder 
or creditor. 

A business should be regarded as an eco- 
nomic and social institution consisting of 
several principal parts or interests, rather 
than the exclusive property of the suppliers 
of capital. 


It is worth remembering—in considering this 
new formula of Dr. Snider’s—that as late as 
1933 one person was unemployed for every two 
who had a job; and in that year American cor- 
porations closed their books for the previous 
year with an aggregate loss of nearly six bil- 
lion dollars. It is admitted that people on the 
bottom of the economy heap were hit hardest, 
but this does not apply particularly to labor as 
farmers and farm laborers, old people and 
young people were sufferers as well. 

Those were the days of the wandering 
“Okies,’ closed banks, business failures, to 
mention but a few aspects. 

One of Professor Snider’s arguments for col- 
lateralized security for continuing wage pay- 
ments from a defunct company’s assets is based 
on his assumption of the certainty of continuity 
of investors’ income as contrasted with the haz- 
ards of employment income. 

The safety of capital as represented by loans 
and stockholding is greatly over-emphasized in 
this book. The following quotation from the 
1943 Annual Report of the Vick Chemical 
Company is illuminating: 


In 1901 there were 170 stocks listed on 
the New York Stock Exchange which were 
paying dividends; 35 years later only 41.1 
ber cent. of these stocks were paying any 
dividends at all—and presumably when divi- 
dends are discontinued, payrolls are also re- 
duced. 

Additional light is thrown on. this ques- 
tion by a study made by Brown Brothers Har- 
rman & Co., 59 Wall Street, New York. 
They selected the 20 most popular dividend- 
paying stocks listed on the New York Stock 
Exchange for each of the years 1901, 1910, 
1917, and 1926 respectively—four groups of 
20 stocks each. Eliminating duplications, 
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moet, peer, 1946, issue of THE ConTROLLER— 
7 ee ages and Economic Analysis, by Dr. 
ae P. Schmidt. digs: 

_ Management Record,” March, 1947, Employ- 
ment Stabilization in Steel—an excellent presenta- 
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Have you ever seen a 


FRIDEN 


Fully Automatic Calculator 








simple and easy to operate that produces accurate useful 


answers to every type of figure work problem. 
Owning a Friden is the economical way to solve your 
production of figure problems . . . accurately 
and on time. Call your local Friden 


Representative for a demonstration on your own work. 


Friden Mechanical and Instructional Service is available in approximately 250 


Company Controlled Sales Agencies throughout the United States and Canada. 





¢ , . 


FRIDEN CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT + SAN LEANDRO, CALIF., U. S. A. « SALES AND SERVICE THROUGHOUT THE WORLD 
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these were 59 separate issues with records credit or sabotaging iniative by a tax system School, is a report on the practices of B 
varying from 35 to 10 years each. As of De- that “will lay a restraining hand on business. small manufacturing companies and js Net 
cember 31, 1936, only 5 out of the 59 had On page 100, Professor Snider publishes a based on the results of 37 plant vis; ane 
maintained or increased the annual rate of | preemptory demand of a labor leader for im- : N, th / plant visita. § insur 
dividends each year during the period studied mediate guarantee of annual wages, and yet to- tions. INone oO € companies visited em. year 0 
and only 52.5 per cent. of the 59 stocks were day organized labor fights “Experience Rating ployed more than 300 people; the study J 1945 | 
paying any dividends. —the main incentive under the Social Security was purposely confined to small enter. | jevels, 
Out of the 834 common stocks listed on Act of 1935 for stable employment. This same prises because their tendencies to or Geder 
the New York Stock Exchange on December act provides (section 1602 I.R.C.) means for a q see q gtow eder: 
31, 1941, there were 129 which had paid  guatanteed employment account but neither the © PfO@uces Changing recor needs. annou 
dividends consecutively for 35 years or more. Federal Agency or Labor has produced a draft The booklet is conveniently divided Net 
Only 34 of them, however, had paid consecu- 7 ac gs “pga job ey oer into two parts. Among the general cop. } banks 
) Vd r over 50 years. e book, e uarantee O ork an . : 
tive dividends for over 50 9 ices, uataibeaion inotth denpinstiaen. ond mntlr clusions discussed, Part I develops the fol. | $906, 
The great and final objective of the author is ods towards substantial enhancement of job se- lowing points: $4,00( 
stated by him as follows: curity, but it is not the paramount personnel 1. Management's primary need in controll; the re 
“Ultimately, employment security should problem of the age, 2 at oe to e a company is for information—not for recone The 
mean that everybody who wants a job should communistic or even socialistic to achieve the 2. Growing companies need more records | banks 
have one or be able to find one in a very greatest ultimate possible improvement in the than others because management must antic. | 1946 | 
short time, preferably in private industry, — prensa In fla ee — it prove of pate future demands for information. 
but if not there, then in government works.” an or absolute collateralized guarantees 0 3. rene Se ane of records low, as lower ug 
° : 3 r overhead enable é rise I 
Business generally and specifically has evi- Mr. J. D. Zellenbach’—in an article entitled pete with terpenes company to com. ied t 
denced its accord with this sentiment except ‘What Does Labor Really Want?,” May, 1947, 4. The preparation of simple forecasts and Of 
for the socialistic concept of government works. issue of American Magazine—said: budgets can provide an effective tool of man. 
In “Labor Review" of February, 1947, the to- “We have heard some talk about a‘guar- agement. cent.., 
tal number of full and part-time workers in anteed annual wage,’ but the phrase has too 5. The personalities of key executives must | !" div 
manufacturing establishments were 15,048,000, many different meanings to be talked about be taken into consideration in arriving at the | cordif 
while 5,439,000 are on public payrolls of loosely. To some it means the guarantee of types of records needed. sendee 
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This is already an inordinate strain on industry. the employer can sell the product of the . art shows the actual records used | % 4 
A misconception that is pretty general is that workers’ time or whether he can't, at a fair im controlling the various functions of a said. 


all unemployment is caused by lay-offs in in- 
dustry. Agricultural workers fluctuate between 


price or at any price. In this sense, all think- 
ing men must agree that it is an entertaining 


business, including sales, production and 


purchasing. The specific functions of 
sales, production control, purchasing, cost 
accounting, finance and credit and book- 
keeping are examined in detail. 

In this booklet the author, a research 
fellow at the Graduate School of Business 
Administration at Harvard, gives a pene. 
trating study of the problems of record se 


7,000,000 and 10,000,000—depending on the 
season of the year. 

According to the U. $. Department of Labor, 
there were 4,700 strikes in 1946 involving 
4,650,000 workers and resulting in 113,000,- 
000 man days of idleness. During 1946, the 
Bureau of Labor Statistics’ turnover figures 
show that 472 people of each 1000 employed 
quit their jobs of their own accord and only 


but impractical dream. A prominent union 
official summed it up recently when he said, 
‘Its basic guarantee by an employer is a fal- 
lacy. No employer can guarantee his own 
solvency.’ ”’ 





Business has by itself without any outside 
help made large strides in work and wage se- 
curity and has earned encouragement from 








ganization. 


appealed to the Supreme Court. 
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Banks’ Profits “Unprecedented” 


Net profits after taxes of the nation’s 
insured commercial banks declined last 
year only four-tenths of 1 per cent. from 
1945 and remained at “unprecedented” 
levels, Maple T. Harl, chairman of the 
Federal Deposit Insurance Corporation, 
announced recently. 

Net profits after taxes of commercial 
banks insured by the FDIC reached 
$906,000,000 in 1945, and slipped only 
$4,000,000 to $902,000,000 last year, 
the report showed. 

The report noted that large city 
banks actually made smaller profits in 
1946 than in the previous year, having 
lower earnings on securities sold. The 
tise for other banks, however, contrib- 
uted to the over-all increase. 

Of the $902,000,000 of profits, 33 per 
cent. or $299,000,000 was distributed 
in dividends and interest on capital, ac- 
cording to the FDIC report. This repre- 
sented no change from the 3.3 per cent. 
of average total capital accounts, it was 


said. 
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ALBERT A. ROBBERT, SR. 


Funeral services for Albert A. Robbert, Sr., 
59, who died on May 28, at his residence in 
New Orleans, were held on May 30, with re- 
ligious rites conducted at Trinity and Reform 
Church and interment at Greenwood Cemetery. 
Mr. Robbert was a charter member of the New 
Orleans Control and during the past year had 
held the position of vice president, in addi- 
tion to being chairman of the membership 
committee. He had been ill for quite some 
time and had had to become inactive in the 
affairs of the New Orleans Control. 

Commenting on his passing, the Control's 
president, Mr. C. P. Binnings, said: “Mr. 
Robbert was always very much interested in the 
affairs of the New Orleans Control and was of 
great assistance to the officers in building our 
Control to its present membership. We will 
feel his loss very greatly.” 

A native of New Orleans, Mr. Robbert had 

been associated with C. T. Patterson Company, 
Inc, for 44 years and for the past 10 years 
had been secretary-treasurer. He was assistant 
secretary for 15 years prior to that. Well 
known in financial and credit circles, he was a 
past director of the New Orleans Association 
of Credit Men. 
_ Mr. Robbert was a former president of Trin- 
ity Evangelical and Reform Church, a member 
and past master of Trinity Lodge No. 375, 
Free and Accepted Masons, a member of Ivan- 
hoe Commandery No. 19, Knights Templar, a 
member of New Orleans Chapter No. 1, Royal 
Arch Masons, and a member of Jerusalem 
Temple. He was also active on committees of 
the New Orleans Association of Commerce. 

Survivors include his widow, the former 
Miss Louise C. Wolff: a son, Albert A. Rob- 
bert, Jr., three daughters, Miss Helen E. Rob- 
bert, Mrs. Gilbert Vorhoff and Mrs. Louis G. 
David; two brothers, William H. Robbert and 
John F. Robbert, Jr., Washington, Indiana; 
- sisters, Mrs. Gertrude Beck, San Antonio, 

€xas; Mrs. Harold A. Bleuler, Mrs. Isaac 
Morais and Miss Emile Robbert and three 
gtandchildren. 
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Your Lo0d Will 
HNDASSAMOr 


It's easy to make the mailman your good will ambassador. Just 
let us Unistyle with one basic and effective design, all your sta- 
tionery, business forms and checks. Then they will carry an 
appropriate and continuing impression of your firm wherever 


the mailman goes. 

Unistyled business forms and stationery become efficient and 
well dressed printed representatives of your firm. Unistyled 
checks provide both protection and continuous publicity! 

The repetition of a basic, eye-appealing Unistyle design on 
all your business forms, stationery and checks will give them 
much greater impact and identity value. 

Why not write today, for samples and complete details about 
the Unistyle method of converting your printed messengers into 
good will ambassadors? 


UNISTYLE STATIONERY BY 
The & coe 
REYNOLDS 

e—-G— > 


REYNOLDS 


‘COMPANY « DAYTON 7, OHIO 
Established 1866 _ 


SALES OFFICES IN MANY PRINCIPAL CITIES 
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Personal Notes About Controllers 








Mr. P. L. Hockman of O'Sullivan Rubber 
Corporation, Winchester, Va., was recently 
elected secretary and assistant treasurer in 
addition to his duties as controller of the 
firm. Mr. Hockman has been a member of the 
Controllers Institute since June, 1942. 


Mr. Edward S. Alden was promoted from 
assistant treasurer to treasurer at the election 
which took place at the recent annual meet- 
ing of the Whitin Machine Works, Whitins- 
ville, Mass. Mr. Alden was elected to mem- 
bership in The Institute in October, 1942. 


Mr. Philip R. Pond, formerly on the staff 
of the Controllers’ Congress, of the National 
Retail Dry Goods Association, recently 
joined the Herpolsheimer Company, of Grand 
Rapids, as Staff Assistant to the President. 
Mr. Pond was formerly assistant controller 
of Gilchrist Company of Boston and more 
recently was manager of the Accounting Di- 
vision of the United States Navy Ships’ Store 
Office. 


Mr. Raymond Wyer, a member of the Con- 
trollers Institute, recently addressed the Na- 
tional Capital Group of Controllers on ‘‘Cre- 
ative Budgetary Control.’”” Mr. Wyer is treas- 
urer of Diebold, Inc., of Canton, Ohio. 


Mr. Claude W. Hupp, a member of the 
board of directors of the New York City 
Control of the Controllers Institute is also 
serving as a director of the New York chap- 
ter of the Tax Executives Institute. Mr. Hupp, 
who is associated with Sterling Drug, Inc., 
of New York, is holder of certificate 429 of 
the Controllers Institute and is likewise a 
member of The Institute’s Committee on Fed- 
eral Taxation. 


Mr. Herbert E. Holt, holder of certificate 
520 of The Institute by virtue of election in 
August, 1935, has been made controller of 
Hilton Hotels Corporation, Chicago. Mr. 
Holt was formerly comptroller at The Palmer 
House, Chicago. 


Mr. C. C. Callaway, Jr., treasurer of Crystal 
Springs Bleachery, Inc., of Chickamauga, 
Georgia, and a member of the Controllers In- 
stitute of America, was elected vice president 
of the Central Division of the National Asso- 
ciation of Credit Men, at its recent convention. 


Mr. Michael A. Gudman, formerly comp- 
troller of Columbia River Packers Associa- 
tion, Inc., of Astoria, Oregon, and a member 
of the Controllers Institute, is now associ- 
ated with Speedmaster, Ltd., of San Leandro, 
California. 


Mr. Arthur L. Johnson has accepted the 
post of treasurer of Dearborn Chemical Com- 
pany, Chicago, Illinois. Mr. Johnson, who 
was elected to membership in the Control- 
lers Institute in February, 1943, was pre- 
viously controller of Chicago Metal Hose 
Corporation, of Maywood, Illinois. 


Mr. Henry M. Langton, a charter member 
of the Portland Control of the Controllers 
Institute, has been named controller of Ma- 
rine Electric Company, of Portland, Oregon. 
At the time of his election to membership in 
The Institute in November, 1943, Mr. Lang- 
ton held the title of comptroller of Com- 
mercial Iron Works, of Portland, Oregon. 


Mr. W. E. Pinney, formerly auditor, has 
been made comptroller of Citizens National 
Trust & Savings Bank, Los Angeles. 





Mr. J. F. Brandt, vice president and comp- 
troller of Swift and Company, Chicago, was 
one of the featured speakers who addressed 
the Conference on Employee Pension and 
Profit-Sharing Plans, in St. Louis, May 19-20, 
under the joint sponsorship of the Chamber 
of Commerce of the United States and the 
St. Louis Chamber of Commerce. Mr. Brandt 
is holder of certificate 297 of the Controllers 
Institute of America. 


Mr. J. Norvelle Walker, immediate past 
president of the Philadelphia Control of The 
Institute, was recently elected a member of the 
board of directors of Royal Oil and Gas Corpo- 
ration, Philadelphia, in which he holds the po- 
sition of vice-president and controller. 


Mr. Fred E. King has been named to succeed 
Edward C. Wilson as executive vice-president 
of Munsingwear, Inc., of Minneapolis. Mr. 
King, who will continue to serve as secretary, 
has been succeeded as controller by Mr. Lauren 
D. Dawes. Both Mr. King and Mr. Dawes, 
who was previously assistant controller, are 
members of the Controllers Institute of Amer- 
ica. 


Mr. Ernest L. Olrich, holder of The Insti- 
tute’s certificate 314, recently resigned as 
president of Munsingwear, Inc., of Minne- 
apolis. Mr. Olrich’s retirement was because 
of ill health. He was succeeded by Mr. Coy 
C. Humphrey. 


Dean Hugh Jackson, of the Graduate School 
of Business, of Stanford University, repeated 
on May 19 and 21 the Dickinson lectures in 
accounting which he had previously delivered 
at Harvard University. The lectures dealt with 
the development, functions and organization of 
controllership in American business. 


Promotion of Mr. Gerald Goldstein from 
assistant to controller of L. Bamberger & Co., 
Newark, New Jersey, was announced recently. 
Mr. Goldstein, from 1939 to 1943, served as 
chief auditor of Macy’s, New York, following 
a connection as assistant controller of Lasalle 
& Koch Co., Toledo, Ohio. 


Mr. George I. Brigden, a national director 
of the Controllers Institute of America, has 
been elected vice president of St. Joseph Lead 
Company, New York, in addition to his po- 
sition as treasurer. 


Mr. Irving D. Dawes, vice president and 
treasurer of Virginia-~Carolina Chemical Cor- 
poration, Richmond, Va., has been elected to 
the board of the company, with which he has 
been associated since 1930. Mr. Dawes, holder 
of certificate 948 of the Controllers Institute, 
is also a director of Tobacco By-Products 
Chemical Corporation. 


Mr. W. P. Marsh, Jr., a member of the 
Controllers Institute, was recently elected a 
director of U. S. Industrial Chemicals, Inc. 
Mr. Marsh is vice president and controller of 
his firm. 


Mr. J. A. McBride, formerly controller of 
United Drill and Tool Corporation, of Chi- 
cago, is now affiliated with Miehle Printing 
Press & Manufacturing Company, Chicago, 
Illinois, as assistant comptroller. Mr. Mc- 
Bride was elected a member of The Institute 
in June, 1939, 


Mr. Daniel M. Sheehan, a member of the 
Advisory Council of the Controllers Institute 
of America, and a past vice-president of The 
Institute, has been elected a vice-president of 
Monsanto Chemical Company, St. Louis. Mr. 
Sheehan previously held the title of controller, 


Mr. Leon T. Noel, formerly financial vice. 
president of Joy Manufacturing Company 
Pittsburgh, is now associated with Solar Air. 
craft Company, San Diego, California. Mr. 
Noel holds certificate 826 of the Controllers 
Institute of America. 


Mr. J. G. Wilson has been elected to the po- 
sition of general manager of the Victor Divi- 
sion of Radio Corporation of America, Camden, 
New Jersey. Mr. Wilson, who was elected to 
membership in the Controllers Institute of 
America, in November, 1937, and who previ- 
ously served as operating vice-president of the 
Victor Division, will continue as a vice-presi- 
dent of RCA Corporation. 


Mr. Thomas J. Tobin, a vice president and 
member of the Board of Directors of The Con- 
trollers Institute of America, was elected chair- 
man of the Accounting Division of the Associa- 
tion of American Railroads, at the fifty-third 
annual meeting of railway accounting officers, 
on May 23, at Miami Beach, Florida. Mr. Tobin 
is comptroller of Erie Railroad Company, 
Cleveland, Ohio. The A. A. R. Accounting Di- 
vision represents all of the major railroads op- 
erating on the North American continent, the 
membership comprising approximately 1,200 
railway accounting officers. 


Mr. Paul A. Barkmeier, a member of the 
Controllers Institute of America, and _ retail 
controller of Marshall Field & Co., Chicago, 
was elected president of the Chicago Retail 
Controllers’ Association succeeding Leo Han- 
son of “The Fair.” Mr. Leonard X. Rosenberg, 
controller of Goldblatt Bros. Inc. was made 
vice-president; Mr. Ben Rimskie, vice-president, 
treasurer and controller of Maurice L. Roths- 
child was chosen treasurer; and Mr. Richard 
A. Hohfeler, operating vice-president and con- 
troller of Lytton’s, Henry C. Lytton & Co., was 
elected secretary. 
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ROBERT W. CLARK 


Funeral services for Robert W. Clark, retired 
vice president and director of Richardson Cor- 
poration, of Rochester, New York, were held 
on May 31, following his death in General 
Hospital. Mr. Clark had retired in October, 
1946, following thirty years of services with 
the firm, which he joined as auditor when 
it was organized in 1916. A native of Howell, 
Michigan, Mr. Clark started his business careet 
in Rochester with the Traders National Bank. 

Mr. Clark was elected to membership in The 
Controllers Institute of America in April, 1939, 
and held certificate 1403. He is survived by his 
wife, Mary; a daughter, Mrs. Raymond L. 
Beard of New Haven, Connecticut; a 50M, 
Phillips A. Clark of Rochester; a grandchild, 
Mary Beard, and several nieces and nephews. 
Burial took place in Medina, New York. 
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Gradual Business Decline Predicted 
at French Lick Conference 


A gradual decline in general business, 
bringing 1948 and 1949 below 1947 
business activity, was predicted by Frank 
D. Newbury, director and consulting 
economist of the Westinghouse Electric 
Corporation, Pittsburgh, at the banquet 
session of the French Lick Conference of 
Controllers, sponsored by the Dayton, 
Cincinnati, Indianapolis and Louisville 
Controls, on June 13-14 at French Lick, 
Indiana. Mr. Newbury said that this ex- 
ected decline would not mean depres- 
sion, but would afford an opportunity to 
narrow the wide spreads in prices and in 
incomes produced by wartime and post- 
war inflations. 

“The chief source of danger to con- 
tinued prosperity for all,” the economist 
warned, “‘lies in the extremes of prices 
and of incomes—in abnormal differences 
within the averages. The important watch- 
word over the coming months is orderly 
adjustments to reduce any extreme differ- 
ences among incomes and among prices. 

“Prices of commodities that are ab- 
normally high should—and will—come 
down. In this group will be found many 
foods, cotton textiles, lumber, paints, oils 
and fats, leather and shoes. Contrary to 
popular and official opinion, the prices of 
steel, automobiles and most durable goods 
are in line or below their usual position 
compared with the average price index. 

“Our price problem is one of orderly 

adjustment ; of bringing individual prices 
and group incomes in line with the new, 
higher post-war levels. The situation is 
not one that requires any drastic reduction 
in the average price level or in total na- 
tional income. Price and income are two 
sides of the same coin. They go up to- 
gether, and come down together. We 
would all like to see prices come down, 
but we don’t want incomes to come down. 
Anyone who recommends a sizeable de- 
cline in the average prices of manufac- 
tured goods is in reality recommending a 
considerable decline in national income, 
in total wages, and in employment or in 
wage rates. A recommendation or predic- 
tion of a sizeable drop in prices is a rec- 
ommendation or prediction of a serious 
depression.” 


OTHER PORTENTS 


In addition to extremes in price, the 
cconomist named “three other portents 
of trouble"—the stock market decline 
since last August, the decline in retail 
sales—particularly of soft goods—and 
the failure of the construction industry 
‘0 come up to expectations. Referring to 
the latter, he said, “The effect of high 
Costs will tend to postpone the rise of the 


building cycle, rather than bring it to a 
sudden end. In spite of the adverse effect 
of high costs, total construction activity, 
including industrial and commercial 
buildings and public works, in 1947, is 
expected to exceed the high volume of 
1946. It will still be one of the strong 
sustaining factors in the near-term situa- 
tion, even though some residential build- 
ing may be postponed until price adjust- 
ments have been completed. 

“The fact that textile production and 
retail sales are now declining has little 
significance for the over-all business 
situation,’ Mr. Newbury continued. 
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“Consumer spending in 1946 was 
heavily weighted in favor of foods, soft 
goods, furs, jewelry, liquor, night clubs 
and other amusements. In 1947, there 
will be more consumer spending for dur- 
able goods—automobiles, refrigerators 
and house furnishings—and less for soft 
goods and amusements. 

“Business men should not be greatly 
concerned over the present bear market 
in stock prices. Since 1939, the stock 
market and general business have been 
out of step with each other, and they will 
continue to be out of step until the ab- 
normal influences of the war have run 
their course. 

“The current heavy demand for auto- 
mobiles, refrigerators and house furnish- 
ings will gradually decline. The heavy 

(Please turn to page 377) 
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INSTITUTE ACTIVITIES 








Tri-Control Meeting at Syracuse 
Votes to Meet in Buffalo Next Year 


The annual tri-Control meeting and 
dinner of the Buffalo, Rochester and Syra- 
cuse Controls was held on Friday, May 
23, at the Onondaga Golf and Country 
Club in Syracuse, under the sponsorship 
of the Syracuse Control. An afternoon of 
golf, horseshoe pitching and other events 
was followed by dinner in the club-house 
dining room. 

The formal program included words of 
welcome by Mr. Francis E. Doonan, of 
Hall & McChesney, Inc., Syracuse, and 
president of the Syracuse Control, who 
introduced Mr. Paul Haase, assistant sec- 
retary of The Institute and managing edi- 
tor of ‘The Controller.” Mr. Haase was 
followed by Weston Smith, vice-president 
and business editor of ‘Financial World,” 


who discussed ‘‘Stockholders’ Reports and 
their Relation to Controllership.” 

It was unanimously voted to accept the 
invitation of the Buffalo Control to meet 
under its auspices in Buffalo for the 1948 
gathering. Both James G. Gibson, of 
Chevrolet Motor & Axle Division, Gen- 
eral Motors Corporation, Buffalo, and 
president of the Buffalo Control, and 
W. L. Jordan, of Rochester Products 
Division, General Motors Corporation, 
Rochester, and president of the Rochester 
Control, presented brief speeches during 
the course of the meeting program, which 
included the distribution of a variety of 
valuable prizes donated by firms repre- 
sented in the membership of the Syracuse 
Control. 


Louisville Control Toasts Its Future at 
Fifth Anniversary Observance 


The regular meeting of the Louisville 
Control, Controllers Institute of America, 
held at the Kentucky Hotel, on May 28, 
with 26 members and guests present, was 
highlighted by the Fifth Anniversary ob- 
servance of the Louisville Control as a 
“Surprise Birthday Party” was held for 
the Past Presidents, Mr. John R. Sander- 


lin, Mr. Stuart Bruder, Mr. W. H. Mac- 
Lean and Mr. Herbert O. Hincks. Organ- 
ization of the Control was undertaken 
during April and May, 1942, the Charter 
being issued June 30, 1942. Starting with 
seven members, the Control’s membership 
today is 31 and applications have been 
received from two new members. Pros- 
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pects now show four or more applications 
to come in the future. 

The Charter Members of the organiza- 
tion were John R. Sanderlin, G. Stuart 
Bruder, C. A. Vollmer, H. O. Hincks, 
Claude Hupp, George Shields, and J. 
Sterling Davis. All Charter Members were 
present on May 28, except Mr. Shields 
and Mr. Hupp. 

After the meeting was opened with 
presentation of a birthday cake to the 
Past Presidents, and a toast was given to 
the future of the Control, the Nominating 
Committee reported the selection of off- 
cers for the next year, the election to be 
held at the June meeting. A report was 
given for the French Lick Conference to 
be held June 13-14, at French Lick 
Springs Hotel. 

The meeting was then turned over to 
the speaker, Mr. Dillman A. Rash, of 
J. B. Hilliard & Son, who made an excel- 
lent talk on ‘Financial Statements,” after 
which there was a round table discussion. 


Bank Credit Use Rose in 1946 


Bank loans to business rose 48 pet 
cent. during 1946, loans to consumers 
jumped 70 per cent., and real estt¢ 
loans climbed 30 per cent., Preston w«- 
lano, Comptroller of the Currency, an- 
nounced recently. 

By the end of the year, he reported, 
commercial and industrial loans totaled 
$14,237,000,000, consumer loans $4,- 
109,000,000, and real estate loans $11,- 
675,000,000. 

Business and personal deposits rose 
$12,392,000,000 or more than 10 pet 
cent. to a total of $131,616,000,000, 
while state, county and city deposits 
rose $1,091,000,000 to $6,912,000,000. 
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Indiana; L. W. Adkins; E. Wallace Wes- 
ton, The Weston Paper & Manufactur- 
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Representing National Headquarters: 
Paul Haase, Assistant Secretary, Con- 
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industries will probably decline in new 
orders within twelve months. Produc- 
tion will decline a few months later. 
“Heavy investment programs for new 
facilities will be completed. The situa- 
tion in Europe will improve, let us hope, 
and our unwieldy export balance will 
decline. Still later, the high level of con- 
struction will also decline. These pros- 
pective declines can lead to depression 
over the longer term. However, if we 
make price and income adjustments suc- 
cessfully now, and in the months ahead, 
we will have time to take up other and 
more important problems as they arise.” 


CORPORATE REPORTS 


Weston Smith, vice-president and 
business editor of ‘Financial World,” 
New York, advised the controllers at the 
Friday afternoon session to modernize 
their companies’ annual reports. 

“It is worth emphasizing,” he pointed 
out, “that the majority of the readers of 
annual reports probably did not finish 
high school, and that approximately half 
of all stockholders are women—two 
powerful reasons why the annual report 
must be attractive to look at, easy to read 
and worthy of the attention of Mr. and 
Mrs. Average American.” 

The conference was also addressed by 
John H. MacDonald, national president 
of The Institute, who is vice-president 
of the National Broadcasting Company, 
New York, and Stanley W. Duhig, vice- 
president and treasurer of the Shell 
Union Oil Corp., who is a member of 
the Advisory Council of The Institute. 


“PROBLEMS BREAKFAST” 


The conference closed with a ““prob- 
lems breakfast” conducted by Kelly Y. 
Siddall, comptroller of the Procter & 
Gamble Company, Cincinnati, and a 
member of the Board of Directors of 
The Institute. 

The Executive Committee for the 
French Lick Conference included the 
following : 


General : John R. Sanderlin, Chairman, 
Brown-Forman Distillers Corporation, 
Louisville, Kentucky; B. C. Schaefer, 
Advance Paint Company, Indianapolis, 
Indiana; L. W. Adkins, The Crosley 
Corporation, Cincinnati; R. E. Hoefflin, 
The Waco Aircraft Company, Troy, 
Ohio. 

Program: W. B. Harrell, Louisville Tin 
and Stove Company, Louisville. 

Entertainment : W.H. MacLean, George 
Byets & Son, Inc., Louisville. 

Reception: G. Stuart Bruder, The Men- 
gel Company, Louisville; O. J. Norris, 

oss Gear and Tool Company, Lafayette, 


ing Company, Dayton, Ohio. trollers Institute, New York. 
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MEETINGS OF CONTROLS 











TWIN CITIES 
SPECIAL MEETING 
A special meeting of the Twin Cities Con- 
trol was held on May 27 at the Minneapolis 
Athletic Club. Mr. Charles C. Hull, assistant 
secretary and director of education of The 
Institute, informed the Control of the work 
of The Institute and the Committee on Edu- 
cation. 


TOLEDO 
Topic: PUBLIC OPINION 
The recent report made by the Controller- 
ship Foundation, Inc. on the public’s distrust 
of financial statements was the subject under 
discussion by the Toledo Control, on the oc- 
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casion of its regular monthly meeting on May 
8. The meeting took place at the Secor Hotel. 


SYRACUSE 
EXECUTIVE’S NIGHT 
Continuing a custom established several 
years ago, the Syracuse Control held an “Ex- 
ecutive’s Night” meeting, on April 15, at the 
Century Club. Members of the Control at- 
tended the meeting with executives from 
their organizations. The speaker for the eve- 
ning was Mr. Carl F. Dietz, president of the 
Lamson Corporation, of Syracuse. 


SPRINGFIELD 
Topic: FEDERAL TAX 
Mr. Maxwell E. McDowell, head of the 
tax department of Standard Oil Company of 
New Jersey, presented his views on “Federal 
Taxation” before the Springfield Control at 
their regular monthly meeting on May 13, 
held in the Hotel Sheraton. 


SEATTLE 
Topic: INFLATION 
“The Trend of Monetary Inflation” was 
the topic of a talk given by Mr. Forest C. 
Watson of MacRae & Arnold, investment 
counselors, at the May 22 regular monthly 
meeting of the Seattle Control, which took 
place in the Washington Athletic Club. Mr. 
Charles C. Hull, assistant secretary and di- 
rector of education of The Institute was also at 
hand to tell the group about the work of the 
National Committee on Education and of The 
Institute in general. 


ST. LOUIS 
Topic: CONTINGENT RESERVES 


“Contingent Reserves—The Offspring of 
Adversity” was the title of a talk delivered 
by Mr. B. F. Jackson, a partner of Price, 
Waterhouse and Company, of St. Louis, to 
the members of the St. Louis Control at their 
regular monthly meeting on May 28. The 
meeting took place at the Statler Hotel. 


ROCHESTER 
Topic: PROBLEMS 
At the Hotel Sheraton, on May 28, the 
Rochester Control conducted a program on 
problems presented by the members of the 
Control. The president of the Control, Mr. 
W. L. Jordan, of the Rochester Products Di- 
vision of General Motors Corporation, acted 
as discussion leader. 


PORTLAND 
Topic: THE CONTROLLER TODAY 


Mr. Charles C. Hull, director of educa- 
tion and an assistant secretary of the Con- 
trollers Institute of America, visited the Port- 
land Control at the May 23 regular monthly 
meeting. The Old Healthman Hotel was the 
scene of the meeting. 


PENN-YORK 
Topic: JOB EVALUATION 
The June meeting of the Penn-York Di- 
vision of the Buffalo Control was held on 
June 3 at the Pittsfield Inn. Following the 
talks by Mr. John H. Kirk, personnel rela- 
tions director of the National Forge and Ord- 
nance Co., Irvine, Pennsylvania, on ‘““The Me- 
chanics of Job Evaluation,’ and Mr. Donald 
P. Morgan, of the same company, and a mem- 


ber of the Control in charge of the program 
who discussed the control aspects of the sub. 
ject, the whole group engaged in a panel dis. 
cussion of the topic. 


NEW YORK CITY 


ANNUAL MEETING AND GOLF Tour. 
NAMENT 


On June 12, the New York City Control 
held its annual meeting and dinner and golf 
tournament at the Westchester Country Club 
Rye, New York. 


NEW ORLEANS 
Topic: TAXES AND ACCOUNTING 
The regular monthly meeting, on May 20, 
of the New Orleans Control featured as guest 
speaker Mr. George Conroy, resident partner 
of Haskins & Sells, who spoke on “General 
Taxes and Accounting Matters.” The meeting 
took place at the Roosevelt Hotel. 


MILWAUKEE 


Topic: STANDARDIZATION OF REC. 
ORDS 


The Milwaukee Control celebrated its 10th 
anniversary at its regular monthly meeting 
which took place on April 8. In addition, Mr, 
Sam Hart of R. R. Donnelley & Company, 
Chicago, delivered a talk on the ‘‘Standard- 
ization of Records and Forms.” The meeting 
was held at the Schroeder Hotel Club Rooms, 


LOUISVILLE 
Topic: FINANCIAL STATEMENTS 
“An Outsider’s Look at your Financial State- 
ment” was the topic of a talk given by guest 
speaker, Mr. Dillman A. Rash, of J. J. B. Hil- 
liard & Son, Louisville, to the Louisville Con- 
trol, at its regular monthly meeting, on May 28. 


LOS ANGELES 
Topic: CONTROLLER’S ROLE 
_Mr. Charles C. Hull, assistant secretary and 
director of education of The Institute, im- 
parted his views concerning ‘‘The Controller's 
Place in Today’s Economy” to the Los An- 
geles Control, on the occasion of a special 
noon-day meeting held for members on May 
19. 


KANSAS CITY 
FILM AND TALK 


Mr. C. A. Prouty, sales manager and Mr. 
S. T. Stanford, of Swift and Company, pre- 
sented a Swift and Company picture, “The 
Red Wagon,” to the members of the Kansas 
City Control, on the occasion of the May 14 
meeting at the Hotel President. A talk on the 
work of The Institute and the Committee on 
Education, by Mr. Charles C. Hull, assistant 
secretary and director of education of The 
Institute, comprised the second portion of 
the program. 


HARTFORD 
ANNUAL MEETING 
The final meeting of the Hartford Control 
was held at the Country Club of Avon, Avon, 
Connecticut on June 6. After a business meet: 
ing, at which Committee Reports were fea 
and new officers were elected, the Program 
Committee presented six acts of varied entet- 
tainment. Mr. Paul Haase, assistant secretary 
of The Institute and managing editor of “The 
Controller” represented national headquarters 

at the meeting. 
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INDIANAPOLIS 

Mr. George S. Olive, senior partner of 
George S. Olive & Co., certified public ac- 
countants, was guest speaker for the Indian- 
apolis Control, at the Lincoln Hotel on May 
9), Mr. Olive presented an analysis of Ran- 
dolph Paul's new book, “Taxation for Pros- 


perity.”” 


DETROIT 

Topic: INDUSTRIAL ACCOUNTING 

TRAINING 

Professor Charles L. Jamison of the Uni- 
versity of Michigan was assisted by Profes- 
sors Herbert F. Taggart, Robert Dixon and 
Herbert Miller, in the presentataion of a dis- 
cussion dealing with the preparation of uni- 
versity students for employment in industrial 
accounting, at the May 27 regular monthly 
meeting of the Detroit Control in the Hotel 
Statler. 


DAYTON 
Topic: COMPETITIVE PRICING 


Mr. Vincent P. Blair, divisional comp- 
troller of the Inland Division of General 
Motors Corporation, and an assistant comp- 
troller of General Motors Corporation, dis- 
cussed the “Use of Costs for Competitive 
Pricing’ before the April 10 meeting of the 
Dayton Control. The meeting took place at 
the Van Cleve Hotel. 


DALLAS 
Topic: BANKERS’ COOPERATION 


Mr. Chris Knoerzer, vice-president of the 
Republic National Bank, addressed the May 21 
meeting of the Dallas Control, on the subject 
of “Cooperation of Bankers with Controllers.” 
Nominees for officers and directors to be acted 
upon at the June business meeting were sub- 
mitted by the Nominating Committee at the 
meeting, which took place at the Dallas Coun- 
try Club. 


CLEVELAND 
ANNUAL MEETING AND PARTY 


A full afternoon and evening were devoted 
to the annual meeting, dinner and golf party of 
the Cleveland Control, which took place at the 
Canterbury Club, on June 13. A short business 
meeting for the election of officers for the new 
fiscal year, was held inbetween the evening's 
entertainment and sports movies. 


CHICAGO 
Topic: AMERICAN TRADITION 


Mr. Felix Morley, president of Human 
Events, Inc., and columnist in the monthly 
magazine ‘‘Nation’s Business,” was guest 
speaker for the Chicago Control at its last 
formal meeting of the year on May 28. The 
meeting was held in the Tower Room of the 
Hotel Stevens. Mr. Paul Haase, assistant sec- 
etary of The Institute and managing editor 
of “The Controller” was also a guest of the 
Control on this occasion, being in Chicago in 
tegard to plans for the 16th Annual Meeting 
of The Institute, October 19-22, 1947. 


BRIDGEPORT 
Topic: STANDARD COSTS 


“A New Idea in Standard Costs and its Ap- 
Plication to Management Planning” was the 
title of a talk given by Mr. C, R. Fay, comp- 
troller of the Pittsburgh Plate Glass Com- 
pany, who is also a member of The Institute, 
0 the Bridgeport Control at the regular 
monthly meeting of the members on May 7. 
Chih eeting took place at the Algonquin 
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BUFFALO 
ANNUAL MEETING 


On June 10, the annual meeting of the Buf- 
falo Control took place at the Park Lane Hotel. 
Reports from the various committees, including 
that of the Nominating Committee, and the 
election of officers for the oncoming fiscal year 
comprised the program. 


BIRMINGHAM 
ROUND-TABLE DISCUSSION 


The Birmingham Control devoted its last 
meeting, which took place on May 26 at the 
Tutwiler Hotel, to a general round-table dis- 
cussion developed from questions raised by its 
members. 


ATLANTA 
OPEN FORUM 


At the May 27 meeting of the Atlanta Con- 
trol, held at the Piedmont Hotel, members ex- 
changed and discussed solutions to each others 
problems. 


Public Affairs Administration 
“Over-manned, Under-managed” 


The administration of public affairs has 
become ‘“‘over-manned and under-man- 
aged,” it was charged recently by T. Cole- 
man Andrews of Washington, director of 
the corporation audits division of the Gen- 
eral Accounting Office. He spoke as a pri- 
vate citizen and accountant at a dinner 
meeting of the Philadelphia chapter of the 
Pennsylvania Institute of Certified Public 
Accountants. 
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Americans, he said, in their preoccupa- 
tion with the pursuit of affluence and eco- 
nomic security, have stood by and per- 
mitted the encouragement of “disgraceful 
overstaffing at the so-called clerical level 
and the discouragement of people with 
the kind of managerial skill that might 
have thwarted the evil designs of the per- 
petrators of over-employment.” 

The solution of the problem, he as- 
serted, is in making public service attrac- 
tive to skilled managers and to clothe 
them with the degree of authority neces- 
sary to enable them to abolish every un- 
necessary job in their respective organiza- 
tions. Concurrently, he added, the legis- 
lative bodies should fix rates of pay for 
the remaining jobs that constitute fair 
prices for those jobs—fair to the public 
as well as employees. 
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NEW MEMBERS ELECTED 








At a meeting of the National Board of Direc- 
tors held May 18, 1947, the applicants named 
below were elected to active membership in 
The Institute: 

NorMAN R. ALTHAUSER 
Aluminum Company of America, Pittsburgh. 

Bruce A. BALDERSON ‘ ; 
Chicago Molded Products Corporation, Chi- 
cago. 

EveRETT E. BELLEN ’ 

Wolf's Head Oil Refining Company, Inc., 

Oil City, Pennsylvania. 

CarROLL H. BLANCHAR 
United Air Lines, Inc., Chicago. 

RussELL B. CLARK ; ; 
Suburban Propane Gas Corporation, Whip- 
pany, New Jersey. 

JosEPH L. CLEMENS 
Argus, Incorporated, Ann Arbor, Michigan. 

NAPOLEON A. CLOUET 
Sargent & Company, New Haven, Connecti- 
cut. 

JostAH V. COLLEY 
The Dayton Power and Light Company, Day- 
ton, Ohio. 

DEE Davis 
The California Company, New Orleans, Lou- 
isiana. 

THomas E., DAVISON 
Hart, Schaffner & Marx, Chicago. 

EDMUND C. DICKERSON 
Federal Motor Truck Company, Detroit. 

JaMEs F. DuFFY 
Chicago Vitreous-Enamel Product Company, 
Cicero, Illinois. 

ARTHUR L. EASTCOTT 
Perfex Corporation, Milwaukee. 

Epwarp H. EATON 
Pittsburgh Forgings Company, Coraopolis, 
Pennsylvania. 

MALCOLM C. ENGSTROM 
Industrial Bank of Commerce, New York 
City. 

Lewis E. FRENSLEY 
Magnolia Pipe Line Company, Dallas, Texas. 

ALBERT FRANCIS GOODRICH 
The Cleveland Hobbing Machine Company, 
Euclid, Ohio. 
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JOHN C. GRACE : 
Maremont Automotive Products, Inc., Chi- 
cago. 

IRVING J. HANCOCK 
Union Oil Company of California, Los An- 
geles. 

H. B. HARDWICK 
The Commonwealth and Southern Corpora- 
tion, New York City 


EpWIN P. HART 
Eversharp, Inc., Chicago. 
S. R. HARWELL 
Magnolia Petroleum Company, Dallas, Texas. 


LESTER M. JOHNSON 
Suburban Hotel System and Frank H. Tay- 
lor & Son, Incorporated, East Orange, New 
Jersey. 

THOMAS J. LENIHAN 
International Products 
York City 


Jack I. LEVKOFF 
Louis Pizitz Dry Goods Company, Birming- 
ham, Alabama. 

ELLsworTtH D. MarvIN 
Wood Shovel and Tool Company, Piqua, 
Ohio. 

ALPHONSE J. MAYER 
Marshall & Ilsley Bank, Milwaukee. 


JOHN F. McKEE, Jr. 
Roots-Connersville Blower Corporation, Con- 
nersville, Indiana. 


LAMAR J. OTIS 
Liggett Spring & Axle Company, Mononga- 
hela, Pennsylvania. 
Howarp M. PACKARD 
S. C. Johnson & Son, Inc., Racine, Wisconsin. 
GEoRGE L. PALMER 
Willys-Overland Motors, Incorporated, To- 
ledo, Ohio 
JosEPH H. PASQUIER 
Jackson Brewing Company, New Orleans, 
Louisiana. 
STANLEY B. PAUL 
Steven’s Candy Kitchens, Inc., Chicago. 


Corporation, New 





Election of the 47 new 
members named above 
brings the membership 
of The Institute to 
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WILLIAM B. PLATE 
Imperial Paper and Color Corporation, Glens 
Falls, New York. 


WILLIAM J. PocH 
New York Journal-American, New York 
City. 

JOHN R. REULING 
Pemco Corporation, Baltimore, Maryland, 


ErNEsT D. SHELLEY 
Boston Manufacturers Mutual Fire Insurance 
Company, Boston. 


ALLEN T. SHOENER 
SKF Industries, Inc., Philadelphia. 


Haro_tp A. SNYDER 
Reeves-Ely Laboratories, Inc., New York 
City. 

GEORGE J. SPRINGER 
Katz & Besthoff, Limited, New Orleans 
Louisiana. : 


JESSE FINLEY THOMPSON 
Rainier Brewing Company, San Francisco, 
EDWIN J. WALTER 
The Kemper-Thomas Company, Park Avenue, 
Cincinnati. 


HERBERT F. WALTON 
Allstate Insurance Company, Chicago. 
JACKSON P. WARD 
Louisiana Coca Cola Bottling Company, New 
Orleans, Louisiana 


F. C. WEIGEL 
The Andrew Jergens Company, Burbank, 
California. 


H. R. WINKLE 
Owens-Corning Fiberglas Corporation, To- 
ledo, Ohio. 

Louis R. ZANG 
Austin, Nichols & Company, Inc., Brooklyn, 
New York. 


Five-Point State Tax Program 
Aims for Stability 


The tax committee of the Council of 
State Governments recently proposed a 
five-point state tax program designed to 
curb inflation and bolster state fiscal struc- 
tures against severe economic fluctuation. 
Anticipating mounting state expenditures 
for postwar public works and services, to- 
gether with decreasing state revenue, the 
committee urged that states endeavor to 
maintain tax rates more or less as they are 
and defer all except urgently necessary 
capital expenditures until inflationary 
pressures are eased. 

In addition, a long-range balar:ed pro- 
gram of state finance was recommended, 
so that higher tax rates may be maintained 
in periods of prosperity, while lower rates 
apply during periods of recession. 

A unified annual executive budget cov- 
ering all revenues and expenditures was 


suggested and the committee advised that . 


all aspects of financial administration, ¢x- 
cept post audit, be integrated and a bal- 
anced combination of taxes, providing 
adequate average revenues through cycles 
in employment and business activity, be 
established. 
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